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THE CHAIRMAN: Mr. Secretary, we have 
almost reached 9.30. Are we all assembled and 
ready to proceed? 

THE SECRETARY TO THE COMMISSION: Yes, 
Mr, Chairman. 

THE CHAIRMAN: Then we might start. 

THE SECRETARY TO THE COMMISSION: Mr. 
Chairman and Commissioners, this morning you have 
before you a submission from the Canadian Bar 
Association. Mr. Ronald Merriam, Q.C., Secretary 
of the Association, together with a special committee 
which has been instrumental in the preparation of 
the submission , is here before you to speak to 
you. 

Mr, Meriam will introduce his colleagues 
and make a few opening remarks. I should like 
to enter this brief into the records, Mr, Chairman, 


as Exhibit 301. 


--- EXHIBIT NO, 301: Brief of Canadian 
Bar Association. 


THE CHAIRMAN:. Thank you, Mr. Secretary. 

Good morning, Mr. Merriam and gentlemen. 
May I offer my congratulations on your 50th anniver- 
sary. I am only sorry your brief is not 
presented between gold leaf covers. It is very 
remarkable indeed that the Association has proceeded 
for these 50 years, and I must say that the quality 
of this submission is worthy of the antiquities as 
well as the skill of its members. We have read 


the submission with’a great deal of interest, and 
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I would have expected a good presentation from 
the Canadian Bar Association. But I have no 
hesitancy in saying that I think you have certainly 
given me, as well as my colleagues, more than 
we expected; I think I speak for all of us in 
saying that. 

Mr. Mariam,. would you care to say a 
few words and introduce your associates, who [I 
think have been before us before, I might say, 
and I welcome them back again. 

MR. MERRIAM: Mr. Chairman, members 
of the Royal Commission on Taxation. Thank you for 
those words of welcome. While we thought that 
in 50 years we have achieved a certain stature, 


I am afraid that we have not achieved that affluence 


which would enable.us to placguwi thinkgo1d,1ee: 
this involved brief! On the other hand, we hope 
that it is a just one and valuable to you in the 
form in which it is presented to you. 

The Canadian Bar Association does welcome 
the opportunity of presenting this brief to the 
Royal Commission. A great deal of effort and thought 
has gone into it, and we hope it will be of interest 
and value to you in your considerations of the problem 
with which you have been seized. 

The President of the Association, Mr. 
Lundell, Q.C,, of Vancouver asked me especially this 
morning to express to you and the members of the 
Commission his regrets at being unable to be present. 
As I indicated, he is in Vancouver and has found 


it impossible to be here this morning. He does 
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extend his apologies as well as his regrets. 

As a sort of statement of the limitations, 
if you like, or the area within which the Association 
felt that it should confine itself in the con- 
sideration of the problem, I think I can do no 
better than read to you for the purposes of the 
record one paragraph in the letter of transmission 
which accompanied the brief. It says: 

" The Canadian Bar Association 
represents lawyers across Canada who 
themselves and through their clients 
have the greatest diversity of opinions 
and interests. While lawyers as 
individuals have views on economic 
and political problems which are 
relevant to any study of taxation, 
it is felt that the Association cannot 
act aS a medium of expressing the 
opinion of lawyers as members of the 
community on those problems. The 
Association, therefore, does not 
propose to advance opinions on sucn 
questions as whether rates of tax 
are too high, whether there is an 
imbalance between modes of taxation 
or whether our system of taxation is 
impeding economic progress. There 
are, however, many aspects of taxation 
in which the lawyer in his professional 
capacity has a direct interest and 


of which he has knowledge and experience." 
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It is in those areas, Mr. Chairman, to which our 
thoughts have been directed in the preparation of 
this brief. 

I have also indicated in that letter 
the major credit for the consultations which were 
held concerning the various views expressed by 
members of the Association, and the preparation 
of those views for incorporation into a brief 
which might be submitted to you, must be accorded, 
and I have great pleasure in publicly so according 
that credit, to the members of our Special Committee 
who are present here this morning. I am sure they 
are all known to you, but for the purposes of the 
record I would like to introduce them. 

Mr, W. J. Hulbig of Montreal has acted 
as Chairman of that Committee, and he is on my 
immediate right. On my far richt is (Mrs, SE, 
Edwards, Q.C., of Toronto, Mr. Lemay of Montreal, 
Mr. Timothy Eaton of Montreal, Mr. George E. Thom 
of Montreal, Mr. Wolfe D. Goodman of Toronto, and 
Mr. George T. Tamaki of Toronto. 

If I may, I should like to hand over 
the presentation to Mr. Hulbig and his associates. 

THE CHAIRMAN: Thank you, Mr. Merriam. 
I might say that I am delighted that you have 
confined yourself to the area of which you speak; 
it seems to me most appropriate that you should. 
Me, Hulbig? 

MR. HULBIG: Mr. Chairman and members. 
I do not have any lengthy statement to make. On 


behalf of the committee perhaps I should say, as 
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is obvious from the brief, that we have to act 
within the framework of the rules imposed upon 

us by the Association, and that it does not entirely 
and necessarily represent the individual views 

of the members of the committee. Perhaps it goes 
without saying that some of us hold quite strong 
views which are not properly explored here. 

Specifically, perhaps I might say 
that the largest areas is the question of the 
treatment of capital gains. While I think that 
we basically agree with the statement in the 
brief that we are against the capital gains tax, 
we were not able to come to a consensus as to a 
positive recommendation which we could make within 
the framework within which we had to operate. 

Apart from that, I have no specific 
remarks to make, and subject to your wishes we 
will now hold ourselves at your disposal for any 
questions which you care to ask, 

THE CHAIRMAN: Mey Huletes, [suppose 
your conclusions are generally reached by a fair 
majority? 

MR, HULBIG: That..is true. The committee 
is speaking with one voice where we do speak, but 
I might say that there were some divergencies where 
we do not speak. 

COMMISSIONER PERRY: I would just point 
out that when the accountants appeared before us 
they said that this was the case, excepting that 
the chairman's vote carried a weighting of about 


80 per cent. 
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THE CHAIRMAN: Being accountants, of 
course, they reduced it to percentages, 

MR. THOM: Unfortunately it is the 
reverse here! 

THE CHAIRMAN: It being your birthday, 
we have invited one of your own members to lead 
the questioning. If it were not for that you might 
have got a chartered accountant. 

Mr. Coyne, I think we are ready to 
proceed with the submission now. Will you go ahead? 

MR. COYNE: Thank you, Mr. Chairman. 

Mr. Hulbig, perhaps we could start out 
by discussing some of the general ideas which are 
dealt with in the first part of your brief. 

I first of all direct your attention 
to the section dealing with legislative standards, 
which commences at page 3. It seems to me that 
there you set forth the inevitable dilemma of the 
draftsman in these words. You say: 

" - Generally speaking there have 
been two approaches to the drafting 
of tax legislation. One is to enact 
all rules and principles. The other 
is to spell out the tax consequences 
in some detail. Lo“ ishdirfieult 
to be dogmatic in making generalizations 
as to which approach is preferable. In 
some cases odd principles leave too 
much uncertainty and room for dispute 
and are not adequate to deal with a 


problem, On’ the “other hand, it) is 
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impossible to cover every situation 
specifically. Where the rules become 
too specific possible situations tend 

to be overlooked. When such situations 
are discovered further detailed rules 

are often added so that the Statute 
becomes lengthy, complex and difficult 


to construe," 


Then it seems to me that the dilemma 
is still present among the five desirable objectives 
which you set forth. If reasonable certainty is 
to be achieved, this experience suggests that the 
language cannot remain simple and clear, Again, 
if the language is kept simple and clear, one is 
driven away from the determination of tax liability 
on the basis of readily ascertained objective facts 
and towards determinations which rest on uncertainty 
and ill-defined standards, such as reasonableness 
and the purpose of a transaction, and the like. 

In thisreontext DT should like to put 
two propositions to you, and then invite your 
comments. The first proposition is this, that 
in drafting a good tax act it is not sufficient 
to adopt a series of mutually inconsistent objectives 
and then endeavour to work out an acceptable com- 
promise between them, It is necessary rather to 
decide at the outset what type of tax act is best, 
and proceed accordingly. 

The second proposition I propose -- and 


perhaps I could give them both to you at the same 
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time because they bear some relation one to another -- 
is that one reason why we have come down heavily 

in this country in favour of specific rules, with 

the inevitable complexity which results, is the 
ingrained reluctance on the part of the legal 
profession, and in particular the courts, to look 
through the form of a transaction to its substance 

and to consider such abstract concepts as the purpose 
of a transaction rather than the form which it happens 
to take, 

I have been a little wordy, but I just 
hold out those propositions and invite a little 
general discussion upon them. 

MR. EDWARDS: I see that Mr. Hulbig 
is looking at me. I would think that one of our 
main criticisms of the present statute is that 
some of these objectives which we have mentioned 
here are sometimes lost sight of and are not kept 
in mind consistently in drafting the statute. I 
think certainly that in drafting any particular 
position I would agree that you cannot adopt in- 
consistent objectives and work out a compromise. 

I think you have, in dealing with each particular 
problem under the act, to arrive at what is the 
best approach and follow that approach consistently. 

What we meant to say here, I think, was 
that different problems lend themselves to different 
types of solutions. For example, the problem of 
deductability of expenses must necessarily be dealt 


with in fairly general terms, whereas other problems 
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which are dealt with in many specific sections of 
the act can be dealt with more specifically. Et 

is our view that the objective of a good tax statute 
should be kept in mind and should not be allowed 

to get out of proportion, as we think they certainly 
did in two or three fields specifically mentioned, 
such as the question of corporate distributions, 

and the question of associated companies. In those 


cases we think that the statute was allowed to grow 


amendment on amendment without the draftsmen re- 
thinking the problem, and some of the objectives 
which we have mentioned here were lost sight of. 
Maybe I am getting away from some of your obser- 
vations, but I think that that is the contention 
which we were driving at. 

MR, COYNE: I take it that what you 
are saying, Mr. Edwards, is that in a sense a piece- 
meal approach is necessary in this sense, that 
depending on the particular problem with which you 
are dealing it may be advisable to pursue the 
objective of reasonable certainty, whereas in some 
other problem it may be reasonable to pursue the 
objective of clear and simple language. But they 
are not necessarily general objectives to be pursued 
throughout the act. 

MR, THOM: I might just take issue with 
Mr. Coyne's remark about law and the courts do not 
tend to look through the form to the substance. 
That may be so, But we are dealing with statutes, 
and when a statute speaks clearly it is not the 


business of the court to impose policy which is not 
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expressed by the statute. To that extent, yes, form 
is observed by the law. However, there are other 
whole areas of the tax law which are left to the 
courts, such as questions of reasonableness of 
deductions, the quality of the man, and so on, 

There are great areas of intent and purpose and 
substance left to the courts. 

Our complaint here is that where the 
statute has sought to impose special rules it has 
failed to do so adequately. Take a specific case, 
that of associated companies. The rules relating 
to those companies proved to be so unworkable and 
inadequate for the purpose which was intended but 
never stated. The whole matter has now been put 
back into a question of general principles con- 
cerning what will or will not constitute an associated 


company. 
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That is a question which is now unfortunately left to 
the minister instead of the courts, but the policy 


that lay behind the associated companies was never 
mentioned except in so far as you can detect it from 
some very detailed, complicated and, as it proved out, 
unworkable rules. That is our first comment. There 
must be reasonable certainty to which it could apply. 
There was no reasonable certainty until the amendment 
last fall. We feel that is a late development. 

MR. COYNE: Do you feel that sort of 
development is an advantage? In other words, would 
it be fair to say that you are urging an extension of 
these general tests and you feel the courts cannot 
apply these tests through their ordinary mechanism? 

MR. THOM:. Would you expect us to say that? 
I think the courts are quite competent to deal with 
problems of generality and problems of specific inter- 
pretation. 

MR. EDWARDS: I think a lot of problems 
which have developed which may be blamed on the 
courts really arise from inadequacies in drafting the 
statute, which we think could have been avoided if 
there had been a greater amount of time of talented 
persons devoted to the amendment process in the 
statute. 

To go back to your other point, I think 
that while you can make some very nice general 
sounding statements about how a tax statute should be 
drafted, I think actually sometimes when you come to 
apply those statements to specific problems you have 
to modify your views because not all problems can be 
dealt with simply and clearly. 

THE CHAIRMAN: Mr. Coyne, on that matter I 
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would like to ask one question on a point which I do 
not understand at all. 

I thought over the years my legal friend 
had informed me that simplicity and clarity were 
mutually exclusive. It seems to me when I want to 
write English in a simple form I try to keep the 
sentence down to one, two or three thoughts and 
preferably to\iwords numbering no more than twenty, 
whereas a legal draftman will go on to eighty or one 
hundred words. I say why do that, why not break it up 
three or four times so we have a few thoughts here and 
a few thoughts there and a few thoughts there so we 
can all understand it instead of having to paraphrase 
this whole structure of over eighty or one hundred 
words to understand it. His answer is that it is for 
greater clarity. Well, perhaps it is more clear to him 
but it is never more clear to me. Am I being fair in 
that statement? I think our statutes * are full of 
great long sentences, sentences going on forever, to 
achieve greater clarity. Is that the way a. draftsman 
achieves greater clarity? 

MR. LEMAY: Maybe it is because the rules 
concerning interpretation of a statute limit the 
scope of a statute to the words actually used in the 
statute which cannot be extended by implication or 
otherwise. 

COMMISSIONER GRANT: You mean the taxing 
statute? 

MR. LEMAY: Yes. 

THE CHAIRMAN: Do you mean in all statutes 
or do you limit your remark to taxing? 

MR. LEMAY: It would be the same in 


criminal matters. 
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MR. HULBIG: You are seeking the simple 
way. The legal draftsmm seeks to do the same thing. 
The legal draftsmm may be very skillful or less skill- 
ful, and the more skillful he is the more clearly he 
can express it. 

THE CHAIRMAN: You may be right. It may be 
his capacity at one reading to digest ten different 
ideas and my capacity to digest two or three. 

MR. HULBIG: That is not my point. I think 
the legal draftsmm should be skillful enough to be able 
to express a matter of complication in terms any of us 
can understand. This is what we are saying here, with 
all due respect to those who preceded in this field. 


ar 
_we think a better job can be done and we think in the 


rivet part we are setting up standards. We cannot 
always meet the standards, but one must have standards 
at which to aim. 

THE CHAIRMAN: Then you do not agree with 
my statement that simplicity and clarity are . 
mutually exclusive? 

MR. HULBIG: I take issue with it. 

COMMISSIONER PERRY: In normal communi- 
cation, such as the letter, the reader only wants a 
broad message from you; he is reading it receptively 
and will understand an idea indicated in only a few 
words. The legal draftanan has to take the point of 
view that his reader is going to make every possible 
effort to misunderstand him, and therefore his job is 
to communicate with people who generally are refusing 
to listen to his message. That makes me feel rather 
pessimistic in the long run as to ever developing a 
statute -- which is simply a very advanced exercise 


in the art of communication -- to the point where the 
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message comes through clearly and unchallengably to 
people who are refusing to understand, and this is 
their divine right. Every taxpayer particularly has 
not only the divine right but it is an active crusade. 

MR. GOODMAN: There is tremendous disparity 
in the standard of drafting even of different sub- 
sections of the same section. I have before me section 
137 which deals with two ideas, one relating to 
artificial transaction, three and a half lines ex- 
pressing a thought in this very simple language, and 
section 137(2) which must be read together with 137(3), 
which is a masterpiece of ambiguity, an attempt to 
deal with several ideas together without clearly indi- 
cating whether a particular set of circumstances may 
result (a) in requiring that an item be included in the 
taxpayer's income, (b) require that it be treated as a 
payment to a non resident person subject to with- 
holding tax, or (c) deem to be a gift to which gift 
tax applies. 

Presumably if the opening words of section 
137(2) are applicable and you know there is no non- 
resident involved, you can assume it is not going to 
be treated as a payment to a non-resident person, thoug 
maybe even that is going too far. But whether it is 
to be treated as included in computing a taxpayer's 
income or treated as a gift is something for which we 
have no guidance whatever. This I would simply class 
as bad drafting. It is not a question of whether the 
draftsman was aiming at simplicity on the one hand or 
exactness of expression on the other; it is bad. 

COMMI;3SIONER PERRY: Take the associated 
companies case, everyone knows what the purpose is, 


everyone knows what the law is trying to do. 
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MR. THOM: May I take exception to that 
statement. As the law applied it had the most in- 
equitable and preposterous application according to 
its own rules. 

COMMISSIONER PERRY: Let us forget about 
the rules, I think everyone would concede what the 
government is trying to do is to limit the benefit to 
one taxpayer. 

MR. THOM: I do not. 

COMMISSIONER PERRY: Once you get beyond 
that, you get into the question of how you settle 
this, but suppose the law was just to say that. 

MR. THOM: It has now, Mr. Chairman, after 
ten years of struggling with rules which had an in- 
equitable, preposterous effect, at last they have 
stated a principle which can be understood, as you say, 
by ordinary men of goodwill and common sense. 

COMMISSIONER PERRY: If this is to be the 
principle you could reduce the whole Income Tax Act 
to relatively few sections. 

MR. THOM: Would it be a fair comment to 
say that those responsible for the preparation of the 
tax law have not been comforted in the capacity of 
the courts to give expression to their ideas in 
attempting to codify the detail, the rules, rather 
than permitting greater recourse to the courts for 
working out principles. 

COMMISSIONER GRANT: Mr. Thom, do you not 
think that to some extent the draftman is the victim 
of the jurisprudence to which he must adhere? For 
instance, he is, in drafting a taxing statute or an 
amendment to it, first of all confronted with the 


fact that the court will interpret that strictly 
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and that the court will not inquire into the in- 
tention of the legislature if the act or the section 
which is under interpretation is in itself clear. That 
is, it is bound to accept the meaning of the section 
if the section is clear, which may be good legislation 
or it might be bad legislation, but the court will not 
correct it if it is bad, the court will merely inter- 
pret it and leave it to the legislature to correct. 
The legal draftman is confronted with this every time 
he is drafting a statute or an amendment. Therefore, 
he is not dealing with an equitable matter, he is 
dealing with a strictly legal matter and the strict 
test of legal matters in so far as the interpretation 
is concerned. For that reason, he tries to spell this 
out in great detail in order to avoid any confusion 
and so that the intention of the legislature will be 
clear. In so doing, he often gets himself tangled up 
in his own net. 

MR. THOM: I think the lawyers feel, as 
the accountants do frequently, that certain things 
might have been better left alone. Take section 85 
which has to do with business reserves; there the 
legislative draftsmen tried to codify the concept, 
with considerable dissatisfaction on all sides. It 
might have been better if they had put the principle 
and left the interpretation to be decided by the 
court. 

COMMISSIONER GRANT: The courts, composed 
of learned judges -- this is just my own observation 
-- may not fully appreciate the principles involved 
and may not have evidence before them on which they 
can base the opinion to which the draftsman felt: 1° 


should be reached. 
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MR. THOM: The judicial approach is not 
perfect but it works pretty well we think. 

MR. LEMAY: I believe an example of what 
the Chairman was saying about simplification and 
limitation of the number of words is brought out by 
the interpretation of the Paylor case in section 46, 
paragraph 4, where the words "tisrepresentation" and 
"Fraud" are used. 

It was the intention of all boards and all 
the organizations that I know that there be a limi- 
tation so that the taxpayer be protected, and in the 
past until the Taylor case the courts had inter- 
preted the word "misrepresentation" as being synonymous 
with "fraud". Using redundant words like that certainlly 
does not bring clarity to the act. 

The same applies to section 137, paragraph 
2 to which Mr. Goodman was referring. In the second 
line there we have the words "transactions". Trans- 
actions in the province of Quebec has a very specific 
meaning within the civil code. Is that the meaning 
of the word "transaction" that the draftsman had when 
section 137 paragraph 2 was prepared or not? It 
certainly will give rise to litigation. 

COMMISSIONER PERRY: Do you we have to take 
for granted that the more clearly the law expresses 
the general intention the less clear will be the 
application of that intention to individual cases? 
This is really what bothers me. Any section of the 
law has an intent which is fairly identifiable and 
which could be expressed, as the Chairman says, in a 
few simple words. The explanatory note may express 
it fairly clearly, but it is a long stretch from that 


to the adaptation to a single circumstance. 
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MR. EDWARDS: Mr. Chairman, in some cases 
the detailing of results is necessary. I think an 
example might be section 85(1) dealing with amalga- 
mations which sets out quite clearly and as far as I 
know to the satisfattion of most people the results of 
an amalgamation. That is a case where I think specific 
rules are probably necessary and virtuous. But I 
think our criticism of the act is that in some sections 
the draftsmen have gone into « rather detailed pro- 
visions creating exceptions and exceptions to the ex- 
ception where it was not necessary, and where by 
applying a better drafting technique it could have been 
avoided. 

COMMISSIONER PERRY: It still leaves the 
basic issue, I think, that in time they would be able 
to program and compute it so they will draft excellent 
law covering every conceivable situation that could 
aaniige> under the section. The section might turn out 
to be eighty-five pages long. 

MR. THOM: If they do, they will probably 
be hired by a large organization like C.P.R. 

Speaking to the point about the generality 
expressed in simple language, we do deal with that in 
our Part III,comment regarding administration, where 
we suggest there should be a greater degree of inter- 
pretation provided by the department for the infor- 
mation of the taxpayers. 

THE CHAIRMAN: I am glad you mentioned that. 
It occurred to me that we are going to come to this. 

I think we might move on. 

MR. COYNE: There is just one aspect I 
would like to pick up that arises indirectly from a 


remark of Mr. Thom's. 
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One remark that has been made from time to 
time, though not I may say by the Institute of 
Chartered Accountants, is that there should be a 
simple rule for interpreting business income and that 
on the basis of some such phrase as "generally accepted 
accounting principles". Has the committee given any 
consideration to a concept of this kind or would you 
care to comment on it? Specifically, would it meet 
the standards which you have set forth in the section 
we have been discussing as being desirable aspects of 
the statute? 

MR. THOM: I think we concur with our brothe 
practitioners that it is not a very feasible proposition, 


if I understand the accountants' presentation correctly. 
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MR. COYNE: They had a rather special 
reason for disguising it, relating it directly to the 
accounting profession as such. It would be interesting 
to know why you feel that it should be discarded 
independent of any reasons that the C.1I.C.A. may have 
put forward. 

MR. THOM: It is their idea. We take 
their lead. 

THE CHAIRMAN: That is not very helpful, 
I don't think. Mr. Coyne asked you whether you 
could set a criteria down here. That is a rather 
different question. 

MR. LEMAY: Mr. Chairman, if we 
examine the jurisprudence on the point, we find that 
the courts at the present time have taken “nto 
account both the commercial practice and the 
accounting practice. Then in a subsequent judgment 
we find out that the courts have come to the 
conclusion that the accounting practice in fact 
reflects the commercial practice and we have to go 
back to commercial practice to determine whether a 
business is really a business expense or not. That 
is, if it is the custom of the trade to incur a 
certain type of expense in order to create income 
and if it is not prohibitéedeby the act specifically, 
then it should be admitted. 

Of course, you have accounting practices 
with supplements which can set up concurrent 
practices between various firms where a member of the 


C.I.C.A. will say, "Well, we know of various firms 
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that treat such an item of expense as really an item 
of expense", but their testimony on that point is 
only substantiating the fact that it is an expense 
admitted by commercial practice. I think that is it. 

MR. COYNE: You don't think that 
Section (4) and the word "profit" requires any 
amplification? 

MR, LEMAY: As such, no. 

MR. GOODMAN: We do not consider that 
there is any significant gain in clarity or precision 
by reference to some external standard set down such 
as accepted accounting practices. The courts in 
fact make use of these tests in applying the 
provisions, 

MR. COYNE: And specifically which will 
have the meaning of the word "profits". 

MR. GOODMAN: Yes. 

MR. TAMAKI: I think the problem however 
is not quite that simple. There are various 
statutory provisions found elsewhere in the act which 
are definitely contrary to commercial practices and 
accounting principles and when the courts, of course, 
find provisions in the Act, they apply them. 

THE CHAIRMAN: Mr. Tamaki, I think we 
all recognize that whatever is laid down as standard 
will be subject to what comes later in the Act and 
specific provisions in the Act which change these 
matters, The question which I have in mind is: is 
the word "profit" standing by itself good enough or 


does it need any help by any further wording. I think 
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you have given us our answer. I think you say it is 


3 good enough. 


4 MR, TAMAKT: Yes. 

5 MR. COYNE: Turning to a somewhat 

6 different or more detailed point on page 7. You deal 

7 rather briefly with the subject of the Act or the 
regulations and you say: "The regulations deal with 

: several major substantive matters. For example, 

9 


the provisions for claiming capital cost allowances 
10 are contained in Part 1I of the regulations. These 
11 provisions are relatively permanent and are very 


12 important." 


13 Then you refer to Part 18 of the 

14 regulations and suggest that these provisions might 
more properly be contained in the Act and conversely 

ia that there are détailed subsections of Section 83A )} 

16 


might more properly be contained in the regulation. 
From just a cursory glance at these two provisions, 
it would seem that Part 18 should come in the Act 
because it is very short and Section 83A should go 
in the regulations because it is very long. 

Have you considered any specific standard: 
or rules which may determine whether a particular 
matter should be dealt with in a statute or in a 
regulation? 

MR. EDWARDS: Well, I think the 
shortness or longness of the provisions is maybe one 
consideration but certainly not the only consideration. 
I think another consideration is the likelihood of 


frequent change. Part 11, for example, of the 
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regulations and Part 18 of the regulations have been 
relatively permanent. On the other hand Section 83A 
has been subject to fairly frequent change. That is 
one aspect. 

Another is that Section 83A deals with 
a specific industry. In other words Section 14 and 
Part 11 deal with taxpayers generally, whereas 
Section 83A deals with a specific type of business. 
I think that is a factor which would tend to indicate 
that Section 83A might well be dealt with in the 
regulations. There may be other members of the 
Committee will have other criteria in mind. 

MR, GOODMAN: I think we might say, 
Mr. Chairman, where a regulation expresses a general 
principle which is of generd application to a broad 
class of taxpayers, there are strong reasons for 
including it in the statute itself. 

Where it. merely amplifies a general 
principle expressedninastatute and applies it toa 
specific class of taxpayers, we would prefer to see it 
in the regulations. These are only guide lines 
as to the principles that must be followed and 
there may be cases where it may be very immaterial 
whether it is in the statute or in the regulations. 

MR. COYNE: I take it, you do not draw 
any distinction in essence between legislation that 
Should be enacted by the Parliament of Canada and 
legislation that may be enacted by the Governor-in- 
Council. In other words, I interpret your remarks 


to mean largely it is a matter of general convenience 
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as to whether legislation should appear in one form 
or the other, although you would agree there are 
distinct forms. 

MR. TAMAKI: I think so. 

MR. COYNE: Specifically one 
involving: opencdebate inc Parliament and Parliament 


enactment and the other involving merely the passing 


of an order-in-council. 

MR. LEMAY: There is a big difference 
in the law that legislation by Governor-in-Council 
may not contradict or conflict with legislation which 
Parliament has enacted. 

MR. COYNE: Quite so. On the other 
hand, as you and I well know, Mr. Lemay, it is 
possible to draft a statutory provision in sufficiently 
broad language that the Governor-in-Council has a 
very broad field in which to operate. 

MR, THOM: Mr. Chairman, I think 
historically you will find the answer to Mr. Coyne's 
question when the matter of capital cost allowances 
and depletion was dealt with, it was dealt with by 
two or three statutes of the Act and two very 
complicated regulations, regulations which have been 
amended to bring them into line with the Act. 

‘Then Section 83A was enacted, which 
is also the section whih was amended frequently and 
for some reason they left it in the Act. 

We say this sort of thing should be in 
a regulation or it should be developed and adjusted 


to the commitments of that particular industry. It is 
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too cumbersome to have it in the statute. 

MR. COYNE: Also too detailed. 

MR. THOM: Yes. There are pages and 
pages and pages of 83A. It is good for about two or 
three pages a year. 

MR. HULBIG: Would it be fair to say 
we have not, as a committee, noted abuse in the use of 
Order-in-Council of this Act. In other words, I don't 
think we felt this power had been abused to any 
great degree so far. Therefore we have made no 
point in general but we did not feel in this technical 
area that this power has been abused. Is that a 
fair statement? 

MR. EDWARDS: Yes, that is fair. 

MR. COYNE: You have generally noticed 
the complete reverse. 

MR. EDWARDS: That is right. 

MR. HULBIG: I think generally speaking 
probably matters of policy should be dealt with in 
Statute and the regulations should deal with detailed 
matters to amplify and expand any policy but not to be 
contrary to it. 

COMMISSIONER GRANT: It prowkdes the 
machinery. 

MR. HULBIG: I think it should be 
clearly on the record to this effect that we are 
arguing beneath that. 

MR. COYNE: In many cases there is the 
question of choice as to which would be more 


appropriate, depending upon where you happened to draw 


} “te ona: quote ‘eit big! oh YE’ 


: r 
ea oe tiat pe Pi bawon Dre VAIN» Mh, tel 
ha baw ety at seins baton ,eadt ings, se aad \3en avast ow 4 

Nipad T .nisow tone mh (tek ekeibore Dheawed-nbeebe0 | 


‘ne of Heuwie need bat Tewog ands the ow wrth? 


a en shen sya oa ervoketed? sa8% 03 setpoh teary “ay — 
Besttuios? etd at ise tom bib vow gud fereasy ab datog’ : &- 
2 gent st ,Sevawds nead aan rewoy alad tedeerts ot 
| ; : ie ‘TthemereTs niga | ty 
| wiet. al tad? . es} sRORAWS eM ‘et 
hactton “lievaléy eve woY <«aMVOO win ise 
| ) _gexsven sfelques one | ‘i 
) wage’ af gat! sGqhawil am | | 
| syiiaeds “liorened Mciiit 1, OGLIGR (itm m 
st 


) at ugttu tlee® of Ofuerlé yoliagd Qo eretdar giiadeng” 9 


horludeh dvcw ise) tiscté went sivget ene baaoesiteds pe! 


| at og Soe Jod yotloy van -Baeqee hoa ¢tritae 09 eredaasi jos 

| Lo) ah of Poewta0e | hae 

| eri aentttry a1 ©ThARD AARGLESINEOO tt 

. ren Ligam ; 

‘ us 

. : wi bteruie tt’ dale 2 SO | 

| _ 
rh ov Sat yuethe vind od fxopex odd? co yirselo ; 

terns dé&esned gatsare how 
| add al’ sxvilS eopas yore ef -saNYOo 4am | 
i ences ed Bilvwoe tobaw ov Bs eahmie ‘76 Ve Lada dy pp 


yet od berneqe ite! vo ¢ Tait! Ors gibbeeies , svalaqoiqge 


ANGUS, STONEHOUSE & CO. LTD. 7467 
TORONTO, ONTARIO 


the line, 

MR, THOM: I might make some comment as 
to the comment raised by both the accountants and 
ourselves that the annual sub-amendment of the 
statutes is unduly dilatory and cumbersome. Some 
matters may be dealt with only annually by amendment 
of the statute, Other matters can be dealt with 
quickly and efficiently and adequately by regulation, 
pursuant to a general policy, which, of course, 
Parliament must pass as law. 

COMMISSIONER: PERRY: I am just wondering 
-- I dan't know whether this is the point to raise 
this question or not. What is in your experience of 
the extent to which the Department of National 
Revenue consults with outside people in drawing up 
regulations? Do they get much of the benefit of 
outside experience or advice in drawing a regulation? 

MR. HULBIG: I don't know about the 
gentlemen here. Has any of you ever been consulted 
by the Department of National Revenue on such a 
matter? 

MR, THOM: Let us say we move towards 
them. I don't know whether they move towards us. 
We all have clients. 

MR. COYNB%: Well now, moving to the 
next section in which you deal with ministerial 
discretion; you indicate your general bases of your 
objections to discretion. 

Then your recommendation on page 9 is 


very specific, to wit: "discretion provided in s 
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section 138fa) ofthe Income Tax Act be removed? 

J ‘ I. Wake it from this that section 138(a) 
recently enacted is the only case in the present act 
where you feel discretion is significant and is un- 
desirable, There are a number of minor instances in 
which there is discretion at the present time, I 
believe, under the present statute other than this 
rather major <== 

MR. LEMAY: There ets sections 13, there 
is section 21 and 22, for instance where if a man and 
and wife are partners and ifvproper evidence can be 
brought before the court then definitely the assess- 
ment should be annulled. 

THE CHAIRMAN: What is your recommendation 
with regard to the discretion in the section. 

MR, COYNE: The only specific recommendatio 
in this brief is with regard to section 138(a), not 
with regard to these other sections and I think my 
memory is that you make some general remark at the 
commencement of the brief to the effect that discretio 
has been very largely removed except in a few minor 
instances. 

MR, HULBIG: These are our assumptions. 

We did discuss these items. We felt, however, they 
were comparatively minor or ae clald not agree. 

MR. LEMAY: I think we are 4ahl:incagretment 
in fact with the right of the taxpayer to go to court 
when facts would prove him to be right and he should 
not be denied this right of access to the courts. 

MR, EDWARDS: My recollection as to.ours 


discussion is not very good but I think certainly we 
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are unanimously opposed to minsterial discretions 
in the Act and I am not sure whether the reason -- 
we didn't mention the other ones that we were not 
in agreement or whether it was simply they were not 
sufficiently important to mention specifically. 

MR. THOM: I will concur with Mr. Edwards. 
This could have been ten times longer if we had dealt 
with every small point. I think as a group we feel 
discretion is undesirable. 

MR. COYNE: He was That recommendation. 
ordinarilycwoudd: noti have wheenot extended parti- 
cularly. If you had recommended all discretionary 
powers in the Act are to be removed -- that was what 
led to my question. 

MR. THOM: There was also consideration 
of 138(a). We laid emphasis on it. That is the 
answer. 

MR. EATON: We were all so interested in 
138(a). I think we can state it as unanimously that 
we hate ministerial discretion in any section. 

THE CHAIRMAN: You might just settle for 
that. 

MR. COYNE: Well now, if we may turn to 
the next section in which you deal with the review 
of tax legislation commencing at page 10. You state 
in the third paragraph: 

"We question the need for total secrecy 

of tax legislation before introduction 

in Parliament". 

My question would be: If secrecy is to 
be less than total, can you offer any suggestion or 


standards or rules as to the sort of matters where, 
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in your view, secrecy: would have to be preserved 
and the sort of mattieisin respect of which secrecy 
may be dispensed with. 

MR. HULBIG: Certainly where changes of 
rates are contemplated, I will call that secret, 

MR. COYNE: That would presumably be 
quite clear cut. 

MR. HULBIG: Yes. I think in our discussions 
wevcgealt with whether it would be possible to set a 
date -- I am speaking from memory now, to set a date 
and to come back to that date after discussion of the 
particular matter if advantage may be taken by the 
taxpayer as the result of the outcome of the discussions 
and so on. It may be six months. It might even be a 
year. In other words, people would be on notice that 
if they did go through with the transaction, they 
would take the consequence. Does this meet with your 
approval? 

MR. COYNE: Is this contemplated by the 
procedure which is sometimes followed by the Congress 
in the United States? 

MR. HULBIG: That is what we had in mind, 
yes. 

MR. EDWARDS: It would necessarily be 
examined by the Minister of Finance, what he thought 
was necessary to keep secret and what might be 
opened up for: debate. I think that would be a 
general guide that it would be secret only if people 
could take advantage of it if they knew about it. 

THE CHAIRMAN: I suppose there are a lot 


of matters other than rates, a lot of changes in 
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legislation other than respective rates where advantag 


is to be taken if the changes are known in advance 
of their enactment. 

MR. EDWARDS: It may be that you would have 
to weigh the pros and cons in each case. 

In some cases even if some advantage could 
be taken the value of public discretion might outweigh? 
that. It would have to be determined in each case. 

In certain cases it was quite clear that people could 
take undue advantage and then probably secrecy would 
be required. 

MR. COYNE: But the appropriate person to 
determine this in your submission would be the Ministe 
of Finance. It is his problem, 

MR. THOM: Yes. 

MR. HULBIG: Well, for example, suppose 
you were looking for an alternative to ministerial 
discretion in section 211-4 where it was going to 
confer a reduction of ministerial powers, certainly 
there would be no need for secrecy of such a dis- 
cussion. 

MR. COYNE: Well then, to move on --- 

THE CHAIRMAN: Before you leave that, Mr. 
Coyne, I think this is pretty important. I am 
concerned about this suggestion because I am dubious 
as to its workability. In many instances a great 
number of changes here would affect, say, the re- 
organization of companies and certainly if one puts 
a taxpayer on notice if the law is changed, as has 
been discussed at this particular time, perhaps three 


or four months before the budget and transactions whic 


rei bawew doy dada Se Xen ar ceahawast “ie 
ah} ai | aan Aone at dedn fas sou Sat dgiew oF 
bibiiag syectins ena "td ous abkne wos ‘at 

Ge sn setallin AGASSI IaES g¥idya To ou tey “‘oeld nsdad od 
| ysere doe at barcunicete, ‘ed of even leew oT teddy 


A iues bicdsd Yeud Vaso steep Baw dt eonee aresien ot 

Bluian Yiriosn yidedortwd deri? Bris snnioevbs éubat saat 

. bertupss sa 

hf Oe eesng efetijexuqa eid se : SMS | | 

bata tolt and ad pipow mo toekeie thoy’ at gitdt ealmisteb 

| woldenq “ia et #1, @aaeali 2o 
| .os¥ ORT A 
; seodaqne .~Slgnaxe m7 tiew sbaGd0H aM 

igteegeinin of svitdanrscres we 40% natteoel siew soy 

J muitos baw 32 Sted io cry motéosa at aclyeuseth 

| yidheviiec ,auswod terestaziin to ao btoubes & <stnoo 

| beth 2 iioua to eeetooe BOY bebe pa od bivow sixscz 

ep beaue 


mam 10 S¥o ar (eat Tier TMYOS . aM 


etl aman saga a 


uM ofed¢ sveel voy eae'ted’ ;WANATANO BRE 
mé Y  dotefrode! aattsag ef etayd aaide f eetyod 


gyaiduh ma I sauesed MOlieeeeee | elit gvode hess ates 


a 


Jesqs 5 aponstenl gia aL JVeitidesitow ati oF B88 


~-at odd vee  déeT'ta Diow syed eeycads to sede 


ZSeeeReEes 


| tid ene It-ytttagoas bee, bb tmaqaion TO nolissinanto 
| BEA cs .Od40So 22/WBE BRO TE Sottor ng sT9ysqntes A 

aguitt casctan .anld ssivottaes pict te bewaven tt need 
Stine anotdosdves) bar Joghud eit (syoted ardrom uot 30 


ANGUS, STONEHOUSE & CO. LTD. 7472 
TORONTO, ONTARIO 


are affected by this are going to be held up for 
three or four months or they are only going to be 
entered into with considerable risk; is a taxpayer 
better off to be sitting waiting for something to 
happen three or four months later knowing if it goes 
one way it will be retroactive. 

It seems to me one should avoid that. kind 
of thing. You quote the precedente'ini the United 
States. There has been an awful lot of trouble 
there I think by the fact theyintroduced legislation 
and it would take a year to put it through. I am sure 
it must have had a very unpleasant effect upon a 
number of business transactions. 

MR. THOM: I think perhaps our thought ther 
is that the first sentence should be read with the 
next sentence "It appears that the responsibility for 
the preparation and evaluation of the effects of tax 
legislation rests on too few people." Many many 
sections we feel could be reasonably dealt with by 
the committee, which is our recommendation. It could 
be referred to a Joint Committee of the Board and 
Accountants. 

I am 

THE CHAIRMAN: / not quarrelling with you 
on that subject. There are certainly many things 
where secrecy is of no significance. I am quarrelling 
with the fact where a section is of importance, it 
may be possible to put the legislation forward and the 
certainly will notice » if it be enacted, it will be 
enacted retroactively. That I do not like. 

MR. GOODMAN: In that connection we seen 
at the present time to have the worst of both possible 


worlds. 
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I think,for example, of the proposed legislation of 
1963 dealing with associated corporations. The terms 
of the original budget resolution applicable to the 
1963 tax year, a year which had already ended in 
many cases, when the resolution was finally passed 
was applicable to the 1964 taxation year, which 
was already in progress for many companies. We had 
no notice of this. Nevertheless, in effect it was 
retroactive. In addition to the repeal of Section 15, 
which may have created some abuses, it was repealed 
retroactive to the commencement of the 1963 taxation 
year, with considerable hardship to some taxpayers 
and considerable advantages no doubt to others. 
Whatever advantage may be gained through 
budget secrecy, I think it requires the concomitant 
that the legislation be not retroactive in fact 
unless there are the strongest reasons for it so 
being. If we are to gain advantages from discussion 
of legislation, we have to accept a certain degree 
of retroactivity after the public announcement, which 
is not unfair. But what is unfair is to have 
retroactivity without any public announcement. 
MR. EDWARDS: In some cases, Mr. 
Chairman, there has been legislation which is not to 
take effect until some future time. For example, I 
think that in 1960 the advantages related to 
associated corporations and were to take effect only 
in years commencing after a certain date in the future. 
Similarly, changes in withholding tax rates this 


year would take effect only at certain dates in the 
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future. In those cases we lose the benefit of public 
discussion because of secrecy. But taxpayers still 
have the opportunity to take steps in the meantime. 
So that that is a case where certainly there seems 
to be no good reason for secrecy. 

COMMISSIONER PERRY: It seems to me 
that what sort of system the people want is the 
kind of system which we have excepting that they want 
more time in the process, Resolutions in the budget 
Speech are a public announcement of the minister's 
intentions. They are debatable and discussable, 
and quite often changes do result from an examination 
of the resolutions, as we all know. But it seems 
to be the next phase where the period is distorted, 
which is an examination of the resolutior them- 
selves, where quite often the bill is introduced in 
one week and gets the second reading the next week. 

If there were some requirement that a 
taxing statute be allowed to stand for at least a 
month, that might meet a good bit of the objections 
which have been raised. Perhaps I am putting a 
proposition here in stating the thing in that way. 
Is that the sort of discussion you want, or do you 
want the right of public discussion of the minister's 
intentions to make a certain change in the law, 
which he announces perhaps even before the session, 
and which is public knowledge and becomes a matter 
of public examination? 

MR. EATON: I think that is the aspect 


that we have been hitting, Mr. Chairman -- the pre-bill 
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discussion period, if you like. 

THE CHAIRMAN: Let me see if I under- 
stand this. You say the pre-bill discussion period. 
You mean after the budget an opportunity is given to 
discuss the intentions of the minister before the 
bill is drawn? 

MR. EATON: Well, both I think. Both 
as opposed to the time after the bill is introduced 
in the house, which has not seemed to work very 
effectively in promoting intelligent consideration, 
and change where necessary. I do not think the 
extension of the period during which the bill is to 
remain standing would solve that problem. 

THE CHAIRMAN: You think that the thing 
is pretty well frozen by the time the bill is 
introduced? 

MR. EATON: History would seem to bear 
that out. 

COMMISSIONER PERRY: Not the history 
of the recent budget! 

MR, GOODMAN: I think we do have some 
precedents, Mr. Perry, for the introduction of 
legislation in a draft bill form to stand over to the 
next session. I think, for example, of preferred 
profit-sharing plans or the Estate Tax Act. I think 
that all of us gained a good deal from the 
opportunity to reflect upon that without being 
stampeded in the normal pattern of budget enactments. 

COMMISSIONER PERRY: This business of 


pre-budget announcements raises quite an important 
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issue, because the secrecy requirement is not simply 
because of the advantage that might. be taken of 
knowledge, but mainly it rests on the fact that 
disclosure usually has to be all or nothing. In 
other words, you cannot have a few people having 
advance information, whether there is advantage to 
them or not. If there is advance information it must 
be general. It is the possible advantage that there 
might be to a small group of people through partial 
disclosure. 

MR. THOM: Specific examples perhaps 
are helpful. Take the matter of purchasing loss 
companies, in which there may be abuses. The govern- 
ment had tried to fix the matter up a few years ago 
but they botched it. These are things which just 
happen occasionally, and one section of the public 
will just sweep away the underpinnings of the tax 
system because one group says that they are going to 
review the matter of loss companies. 

This matter should be discussed by a 
committee, who could ask commercial groups to 
express opinions on the matter of the legislation 
which could be drafted so as to work properly. There 
has been a mass of jurisprudence thrown to the 
courts as to what the business is about, but there 
is still considerable uncertainty. That is the whole 
clue to the section of the act, that it is drafted 
in such a way that can be understood. It is not 
Simple and clear. It appears in the act, and then 


two or three weeks later the act becomes law. That is 
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the specific kind of thing which comes to mind. 
This could be dealt with in a more orderly way 
over a seven-month period, with the hope that this 
question of purchase of loss companies can be dealt 
with on the basis that the public will understand 
and would be prepared to go along with. 

THE CHAIRMAN: Let me just see if I 
understand your proposal. Have we got to this stage 
yet, Mr. Coyne? 

MR. COYNE: We were certainly leading 
into it, Mr. Chairman, because the next page details 
what is suggested in relation to the tax information. 

THE CHAIRMAN: Then it seems to me 
that our discussion might be improved if we see 
what is precisely the recommendation. 

MR. COYNE: I think we are at that 
point now. Shall I proceed, Mr. Chairman? 

THE CHAIRMAN: Yes. 

MR. COYNE: Well, since we have already 
launched into this discussion, is not one of the 
problems as to when you are proposing that this 
discussion should take place? If the problem is 
merely that after the Minister has revealed his 
intentions in his pudget speech there is at various 
Stages along the route insufficient time and 
Opportunity of encouragement of discussion, then 
presumably that could be rectified without any 
Significant alterations of political procedures. Is 
that what you have in mind, or aon have in mind 
the consideration of government policy in the tax 
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field by outside parties before the Minister has 
declared his intentions in his budget? Because if 
that is the intention, then I would suggest to you 
that we are getting into the whole realm of 
ministerial responsibility, and indeed it raises the 
whole question of our system of responsible govern- 
ment. 

MR. THOM: It used to be understood that 
the tax bill always appeared about two days before 
parliament prorogued. We have moved on a little 
from that now, and there is now an effort to give ths 
public time to consider bill changes. We are not 
talking so much of budget resolutions alone. There 
are probably 20 sections to the act, and only five of 
them cover the budget, the rest of them relating to 
other things. 

THE CHAIRMAN: I think there are three 
areas for consideration here. One is the period 
before the} budget. Another is the period after the 
budget but before the bill is prepared. And the 
third is after the bill appears. Mr. Coyne says: 
do you wish to be able to do something about the 
budget before the Minister has brought down or declared 
his intentions in his budget speech, or do you wish 
to wait until after that? 

MR, COYNE: I suggest to you that 
there are important political and constitutional 
distinctions in the different periods. 

MR. HULBIG: That is true, but I wonder 


whether our question is not too categorical. Perhaps 
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we could approach it from the other direction. In 
the process of proposing amendments, what we are 
basically asking for is some continuous bearing down 
of intelligence upon the whole problem, and all the 
specific problems -- I do not say all of them, but 

a number of the specific problems -- which come up 
from time to time. As we understand it, and as we have 
pointed out, the bodies who are the gentlemen charged 
with making recommendations all have other jobs, and 
they literally do not have enough time. But they 
recognize their problem the same as we do. 

We would suggest that in the study of 
this process prior to, during, and after, if you will, 
the budget, that there be a special body to which 
reference could be made, 

Now, I do not think that we can tie 
down the Minister and say that he must divulge his 
policy changes, or his proposed policy changes, before 
they are announced in the budget. That is not our 
idea at all. Do you agree, Keith? 

MR, EATON: Yes. 

MR. HULBIG: On the other hand, there 
may be specific studies which are assisting him in 
coming to a conclusion which could very well be 
given to such a committee, The committee could ask 
the opinion of qualified people and make known to the 
public that they are studying a certain area, without 
being specific. 

MR. COYNE: To some extent this is 


done on an ad hoc basis now, is it not, Mr. Hulbig? 
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MR. HULBIG: Yes, ad hoc; exactly. 

MR. COYNE: I take it, from that aspect 
of your remarks, that in a sense it is sort of a 
continuing forum in the nature of a royal commission, 
a body continuing in office, which is always available 
to examine into the subject at the request of the 
Minister, or of its own motion. 

MR. HULBIG: Both. 

THE CHAIRMAN: And you suggest public 
hearings, I observe. I am rather curious to know 
whether you mean public hearings in anticipatinn of 
the budget, or whether you mean after the budget, or 
both? 

MR. THOM: Let us take the specific 
case of personal corporations. The law regarding 
personal corporations is just as much a hodge-potch 
now as it was five years ago. There was an effort 
a couple of years ago to do something about it. ‘The 
issue was discussed but there were so many objections 
to it that it was eventually withdrawn, 

Now, where is the matter today? None 
of us know what to do with personal corporations. 

Is the matter being worked on, or is anyone thinking 
about it? Will they appear on another section of the 
bill next year and say: "Is not this the sort of 
thing which should be the subject of a departmental 
review committee?" 

MR. EATON: Going back to Mr. Coyne's 
question, I think it would clarify the matter if we 


looked at it in this way. The review committee could 
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be periodically reviewing ideas, if you like, or 
plans or schemes for improving the legislation, but 
they would not in that area have a draft Di Line or 
even a draft section probably, being circulated. That 
is one idea which is quite distinct from the other, 
which is an opportunity to review and consider the 
detailed wording of the proposal. 

The way in which we express this aspect 
of the matter is set out at the top of page le of 
the brief, under heading (3). Perhaps it is not too 
clearly stated, but we said there: 
"(3) Publication of all legislative 

proposals concerning taxes, 

following Cabinet approval, 

except those which, in the 

opinion of the Minister of 

Finance, require secrecy." 

I do not think we have necessarily in 
mind waiting until the budget speech for that. In 
certain cases the Minister might see fit, following 
Cabinet approval, to make a public release of a 
proposed amendment particularly of a non-budget type, 
and then you do have in effect detailed wording. 

At that stage :the committee is considering the first 
step in the legislative process. 

That is quite different from the earlier 
one, 

MR. COYNE: Yes, I agree, but might I 
just interrupt you there with this question. As 


far as that particular problem is concerned, would it 
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not be far more appropriate to have that sort of 
discussion take place in a parliamentary committee? 

I think perhaps of some sort of permanent committee 

of the House of Commons or the Senate, who, after all, 
are going to have to take the responsibility for the 
legislation in its final form. Would not discussions 
by your committee be either duplication, or really a 
usurpation of what is necessarily a parliamentary 
task? 

MR, EATON: This point was discussed 
and considered at considerable length within our 
committee. We discussed the advisability of the last 
suggestion which you made for a combination of the 
two committees, or what we have ended up with. After 
considerable discussion and polling of views, we 
decided that this would be the most effective way of 
meeting the problem, although I believe we did not 
have a previous draft of the brief, or the paragraph 
in it which says that there be a parliamentary committee 
as well as our committee which would have the chance 
to review it at a later stage. But that was the 
net result of our discussions, and I think that we 
were influenced to some extent by experience in the 
United States, and their congressional committees. 

MR, EDWARDS: One point in connection 
with the parliamentary committee is that presumably 
it would sit only while Parliament was in session, 
and would probably not be permanent. The personnel 
would be more likely to change from time to time. 


Whereas the type of committee which we suggest would be 
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full time body and would not be subject to change 
unless someone either resigned or died. 

MR. COYNE: I was not really thinking 
or suggesting or proposing that the parliamentary 
committee replace your committee for all purposes. 

I was dealing specifically with Mr. Eaton's reference 
to your paragraph (3) and the appropriate body to 


consider legislative proposals already approved. 
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Presumably those would only be forthcoming at a 
time when parliament was sitting. 

MR, EATON: We wonder if this is 
necessarily so. Perhaps there is some constitutional 
necessity for it, but it seemed to us that you must 
have certain parts of amendments where, following 
cabinet approval, they could be published before 
the parliamentary process as such starts to operate. 
This could be done when parliament is not in 
session, This would give a little more time 
for the new body to handle the matter before it 
got to the parliamentary stage. 

MR. THOM: It is not for us to say so, 
but we thought perhaps the activities of the 
department or review committee would be of great 
interest to the parliamentary committee, which 
undoubtedly does exist. Now there is no such 
depth of background to tax amending legislation. 

COMMISSIONER GRANT: It is a strange 
thing to me that the rules in the House of Commons 
do not provide for a committee to look into the: 
income or taxing statute, and any changes and 
amendments and so on that have been put forward 
arising out of a budget. They have singularly 
steered clear of setting up such a committee, in 
their wisdom. The only committee that is available 
as I understand it, is the Senate ‘committee on 
Banking, and that is after the bills have been 
debated and passed the house, and have then reached 
the Senate. We saw evidence of that in the last 


budget. I do not think that Senate committee actually 
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meets with any degree of regularity. It has met 
on call when there has been need for it, 

The provincial legislatures, or the 
one with which I am reasonably familiar, has a 
law amendments committee to which an act, such 
as an amendment to the Income Tax Act after it 
was introduced in the house and before debates -- 
I believe I am correct in saying that -- would 
be referred to it. Any interested body or 
individual has every right to appear before the 
committee and the bill will not be referred back 
before the legislature until the committee has 
heard all the evidence that it wishes to hear. 

In so far as change of rates are 
concerned, I should think it would have to be 
approached in the way that the government, when 
it announced a change of rate through the budget 
speech, iS committed to its announcement. But 
again, we have seen evidence in the last number 
of months where it has changed its original 
intention. So that is not sacrosanct in itself. 
If there could be a system set up whereby the 
interested parties could appear before a committee 
of the House of Commons, whereby their views would 
be known after the budget resolutions were debated 
but before the bills became law in the House, or 
passed the House of Commons, might that not in 
itself go a long way toward giving the public 
an opportunity to make itself heard? 

MR. HULBIG: It would certainly go some 
way, Sir; there is no question about that. What 


we are also trying to get at is a continuous process 
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of study. 

COMMISSIONER GRANT: I understand that, 
but that could be another thing altogether. 

MR, HULBIG: True. 

COMMISSIONER GRANT: They both could 
work very nicely together. 

MR. EDWARDS: We are certainly not 
opposed to a parliamentary committee. As Mr. 
Eaton said, in one draft we did have that pro- 
posal in our brief. We removed it; not because 
we were opposed to it but because we were not 
sure about it. It might well work well with 
another committee. 

THE CHAIRMAN: You do not consider 
it as a substitute? 

MR, EATON: No. 

MR, HULBIG: No, 

MR. LEMAY: One of the advm tages of 
this committee would be that it would certainly 
help to obtain clarity of language. 

THE CHAIRMAN: Which committee? 

MR, LEMAY: The special tax review 
committee at page ll. If civil servants who 
specialize in that field have time to scrutinize 
the various proposals, certainly they could come 
up with simplified language in many cases where 
actually it is cumbersome and long. 

MR. HULBIG: There is certainly a better 
chance of it. 

COMMISSIONER PERRY: In the Commons, tax 
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Committee of the Whole House on the principle that 
this is a matter of such importance it should not 
be referred to a subcommittee. 

COMMISSIONER GRANT: But the difficulty 
there is that the public cannot be heard when it 
is a Committee of the Whole House. 

COMMISSIONER PERRY: Perhaps that was 
the intention, 

MR, COYNE: I would like to go back 
for a moment to an answer which came either from 
Mr. Thom or Mr, Eaton. I asked you a question as 
to how the matters to be dealt with by the committee 
were to be initiated, whether by the minister or 
by the committee as its own motion. You said both, 
which I took to mean that you saw no distinction. 
Would you comment on this? 

I can see the situation where the 
minister would refer the matter to a committee 
for investigation and report, in which event the 
committee would properly hold meetings to get 
recommendations in much the same way as at a 
royal commission, But I put to you that it would 
be very questionable that a committee of this 
kind of its own motion would dream up something 
itself that. was worth investigating and then have 
public hearings and carry on an investigation into 
some fate tee the government or parliament 
might not have any eventual interest at all and 
could be seriously embarrassing to the government. 
I see no objection to the committee undertaking private 


studies of its own motion, but I suggest for it to 
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1 

2 have public hearings would be a very startling 

3 departure from cur accepted procedures, 

4 MR, EATON: I do not think we were 

5 thinking so much of the committee dreaming up 
itself areas of investigation as we were the idea 

2 that the committee would, in response to repre- 

: sentations by representative groups such as the 


Canadian Bar Association, and others, who have 
asked for a particular area to be reviewed, in 
response to this sort of request deciding that 
this is something that should be reviewed and 
going ahead and reviewing it. 

No doubt they would ask for the permission 
of the minister under whom they are functioning 
before they did it. However, I do not see that 
as a practicable matter there would be any serious 
Givricuity at ail, All I am suggesting is that 
it should not be left always to the minister to 
start the ball rolling. 

MR, COYNE: But I would have thought it 
was very important in the specific example you 
mention that the request should go to the minister, 
or someone responsible in the field, and not 
simply to a committee of civil servants. The 
minister could then use the facilities of the 
committee, and indeed direct the committee to 
make its investigation and to report, but would it 
not be inappropriate for the committee to really be 
acting irresponsibly, I suggest, in political terms? 

MR, EATON: I do not think this is a 


matter we have discussed, but speaking for myself 
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I do not think there is any practical problem, iE 
think everything you have said is correct as far 

as the propriety of the procedure is concerned, 

but as a practical matter I think it would end 

up with groups approaching the committee and making 
known their desires for investigation and hearing, 
and then the committee passing it on to the minister. 
But the ultimate responsibility certainly for any 
public hearing and investigation would have to be 
started by the minister. 

MR. THOM: Undoubtedly. And, 1,.do 
not doubt that, from time to time on an ad hoc basis, 
such a group now exists within the government 
departments, There must be this, surely. It 
is merely putting it on a more formal basis and 
permitting the public to have some contact with 
it which we think would be of advantage to the 
government, in our humble submission. 

THE CHAIRMAN: A great number of sub- 
missions which would end with the minister would, 
on your proposal, pass over to this group and he 
would say, "Please report on this matter." They 
would hold public hearings and invite people to 
make submissions, and come and speak to them, At 
least, I think that is your proposal. 

MR, EATON: Yes, 

THE CHAIRMAN: Then finally this group, 
having heard whatever was forthcoming, would then 
report to the minister on what they had heard, and, 
in addition to that, if there were certain areas 
for exploration, the minister might say to them -- 
and I think he would only say it publicly, and I 
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do not know how he would go about this -- that there 
is this complex area and I would like this group 

to explore it, and I would like anyone who has any- 
thing to say on this difficult area to make repre- 
sentations. Is that what you had in mind? 

MR. THOM: Yes. 

COMMISSIONER PERRY: As Mr. Thom said, 
this largely formalizes a process which now goes on, 
I do not think this is entirely advantageous; I can 
see some difficulties. 

MR. EDWARDS: The advantage we see is 
that it would be a full time, continuing process, 

I think now the system is not on a full time basis 
for any particular group. 

COMMISSIONER PERRY: This is what I do 
not see, At the moment it is done by the operative 
officer whose word is largely accepted and whose 
conclusions are largely «Based: on practical 
experience and thought. You are suggesting his 
practical experience be discarded? 

MR. EDWARDS: No. 

MR, THOM: Quite a few people have spent 
quite a lot of time drafting the two or three pages 
of nonsense that are drawn up. It is a waste of 
someone's time and the situation is as bad as ever. 

THE CHAIRMAN: You think if it had been 
exposed in the manner you suggest that there might 
have been a better solution? 

MR. THOM: I suggest there might have 
been a solution, 


COMMISSIONER PERRY: It is an awful 
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assumption, 

MR. THOM: It is an awful assumption, 
but as it is we are just right back to where we 
were before. 

MR. COYNE: I take’ if you.see no objection 
to a committee of civil servants performing the 
public functions rather than an independent board? 

MR, THOM: This is our suggestion. 

MR. COYNE: This is your suggestion, I 
know, but it is a very startling one in terms of 
our present constitutional habits. 

MR. EATON: This was an area of great 
discussion in the committee, and probably the reason 
the ultimate recommendation was put in the way it 
is is because it represents something of a com- 
promise of ideas within the group, because there 
were various different ideas expressed. 

I think this area is deserving @ further 
discussion here because it was certainly not our 
intention to preclude in any way having people 
on this new committee who have had a great deal 
of experience in the present process. That is 
why I was a little alarmed at Mr. Perry's question, 

The big problem in connection with 
establishing this committee is recruiting the 
personnel, and there are obvious dangers. 1 
people are put on there as a political reward or 
as a departmental promotion to kick them upstairs, 
so to speak, is it going to be just worthless? 

The final conclusion reached was that 


the best way of minimizing the risk, if you like, 
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and achieving the object would be to draw on civil 
service personnel who have had the experience and 
who would be best qualified and best interested to 
keep it up, because a lot of work we envisage will 
really be left to the initiative of the members of 
the committee themselves to make sure it works. 

I might also add that I have reason to believe 

that the people presently involved in the process 
we are discussing looked with favour upon something 
along the lines we are recommending, which may be 
nothing more than an expansion of the present 
set-up, by tnereased personnel, which will give 
increased time to the key individuals involved. 
Added to that, I think we have in mind the possibility 
of a measure of independence from the three 
departments primarily concerned with the process, 
just from a point of view of adding a little 
objectivity to the whole work that they are going 
to carry out, perhaps in physical separation, They 
would be working together in a separate building, 
and not just an interdepartmental committee that 
meets when they have a Friday afternoon free. 

THE CHAIRMAN: Mr. Coyne, going to the 
next phase of this -- if that is what you proposed 
to do -- after the budget is brought down, which 
I would consider the next thing, do these gentlemen 
anticipate this group would then gather together 
and hear complaints about the budget and hear 
suggestions as to the minister changing his ideas 
before he brings down the bills? 

MR. THOM: I really think their work would 
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have been done before the budese: was brougnt down. 


but I would have thought they would have come 
together at 8uch time as the bill is available 
to meet people such as a joint committee of the 
bar and accountants. 

MR, THOM: We do not put this forward 
as a usurpation of the rights of parliament. The 
parliamentary committee must finally take the 
responsibility. It might be noted that a 
lot of tax legislation in the form of regulations 
never sees a parliamentary committee now. Take 
the history of the depletion legislation where 
the government kept pvoviding regulation after rezu- 
dation after a4 series of disastrous cases until 


the government finally got what it wanted; it 


involved millions of dollars. 


MR, EATON: The meeting after the budget 


by the committee would be perhaps of a post mortem 


nature, but it still should be held, 


THE CHASRMAN What do you mean by 
4 Re, rf. See Aire e , ie Ln 2 
after the budget °: Do you mean before the bills 


or after the bilis? 


If I may. If before there is any spect: 
recommendation for amendment there has been a 
consideration by the committee in the particular 
area that is under consideration, say personal 
corporation, they have already had a lot of repre- 
sentations and digested a lot of views, then if 


following that, pursusnt to the recommendation at 
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the top of page 12 of our brief, there is publication 
Pollowing cabinet approval, and before any announce- 
ment in the house, then the committee has another 


chance to look at the specific amendment. 


Ate aan f 
noe ae a y 4 


7 Coma 


“ ma) ty ‘ 


_ i y 


— : 


4 ra . , en - 7) ; + é = - n ; - | 
te ; ae Wr ee Le ‘ one. A aM 
a's) La : we ’ -_ 
rq or) an a . 7 ay \9 i i ; 

. | . 


» * 
a ae 
a 


te i a 7 


> 


- 
f : va 
i f 
7 


ot =e 


. a, ; a i a M So 
vin ‘ Lo ou 
: ; at wad ‘ oF i 


" ma a i fi mY lar ay. iy 
i ol eee | ee ba justin an te ih} i Yan 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 7495 


Then when the actual budget resolution is introduced 
it will largely contain this work and then what would 
happen after that would be what I referred to a moment 
ago a sort of post mortem meeting. There would be no 
objection to a public meeting with the joint committee 
of accountants and lawyers to sort of see what has 
happened and discuss it. 

THE CHAIRMAN: They would be introduced in 
session with the other bills, would they not, much ¢3 
they 2re now? 

MR. EATON: Yes, very much so. Policy at that 
time would be pretty well crystallized. 

THE CHAIRMAN: I cannot see any purpose of 
a public meeting. We are concerned with those who are 
drafting them. 

WR, EATON: That is correct. 

MR. EDWARDS: One point in connection with 
this, I think there should be close collaboretion between 
those doing the drafting and those formulating policy 
because sometimes if you set down policy and you go to 
draft the legislation you find that. there are problems 
that the people formulating policy did not appreciate, 
In other words it seems to be all one process and that 
policy is necessarily bound up with the drafting problems 
This may be responsible for many of our present 
problems that someone determines policy and gives it to 
someone in another Department to draft. He is faced 
with a very difficult policy to put into effective 
legislative form. 


MR, EATON: I think specifically we had in 
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mind a person with drafting experience on this committee 
would be very helpful. 

MR. COYNE: You contemplate the Committee 
would take some part in the drafting process before 
the bill -- I am thinking of drafting in the limited 
sense -- the actual production of the proposed 
legislative provisions. 

MR, EATON: Yes, very much so and they would 
play 2 dominant part in our view. 

MR, COYNE: It would not then simply be a 
question of a committee receiving a draft bill and 
being asked to improve it. 

MR. EATON: No. 

MR. COYNE: On the other hand, are they 
going to hold public hearings in connection with this 
drafting process or is this only going to be a matter of 
having the assistance of their experteese, 

MR, EATON: I think they would have their 
public hearings first on policy. 

MR, COYNE: On matters of policy. 

MR, EATON: Yes. The drafting they would do 
privately. 

MR, EDWARDS: There may be further hearings 
on the bill after it is drafted. I think drafting is 
Something you have to do in a room with a closed door. 

MR. COYNE: I wonder if at that stage when 
the bill has been drafted and published, is that not 
perhaps the stage where interest in the proceedings 
becomes peramount,. 


MR. EATON: Yes, I think that is right. 
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COMMISSIONER GRANT: Are you going to heve 
public hearings on the draft, before the Minister has 
introduced any changes in his budget speech, is that 
what you are advocating? 

MR, EATON: No, Mr. Grant. 

COMMISSIONER GRANT: The hesrings would come 
after the budget has been introduced but before the bill 
would be introduced. 

THE CHAIRMAN: I thought you were proposing 
that if there was a hearing it would be pretty much the 
same procedure that you have now. Bills are introduced 
into the House and I think it is after the second 
reading, the eccountants and lawyers come over and talk 
to the draftsman, 

COMMISSIONER GRANT: You can only have a bill 
after it has been introduced in the House referred back 
to this committee because it is then out of the hands 
of this committee entirely. You would have to work in 
conjunction with a committee of the House for your 
hearing. 

MR. EDWARDS: I am sure the Minister would 
undoubtedly call on the committee for assistance in 
drafting any amendments that are desirable. 

COMMISSIONER GRANT: Purely unofficially. He 
can only recommend as an adjunct to the House, 

MR, COYNE: Really, as I take it, this 
committee will have to have private and public functions, 
if you can take the term private function as applying 
to your direct relationships with the Minister, on the 


other problems of the government. 
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MR, EATON: Yes, I don't think there would be 
any objection, in our concept, to the committee 
continuing private in those cases where it deems fit in 
addition to any public hearing. 

COMMISSIONER GRANT: The crux of the matter is 
thet if you advocate the amendments should be subject 
to review before they are passed by the House, you cén 
only achieve that idea, I suggest, through a parliamentary 
committee because this organization which you have in 
mind here has virtually discherged its function by the 
time the bilis have: been drafted. 

WR. THOM: Yes, Mr. Chairman. It would heve 
to be a continuing committee when it is the intention 
to impose tax legislation that is non-contentious in a 
political sense, 

COMMISSIONER GRANT: And should shorten the 
length of time that would be required by a parliamentary 
committee to renew the bill. - 

MR, THOM: Yes, improve their capacity to 
understand. There would be a background session to 
which they could refer. 

COMMISSIONER GRANT; The committee would be 
able to perform its function in much better shape. 

There would be less debate required on it when you got 
them before the parliamentary committee, 

COMMISSIONER PERRY: I appreciate the purpose 
for a lot of what has been said. One very deep misgiving 
I have is based on quite a few years experience in 
Ottawa which leads me to the conclusion that if you 


want to make an activity completely sterile you put 
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it in the hands of a committee who is advising the 
department, I am afraid your suggestion has this 
possibility. 

MR. THOM: ‘It could ‘be’. 

MR, EATON: I think we all recognize that 
but we didn't feel that it necessarily has to be if 
the thing is organized, We believe if you have it 
organized you could avoid that danger. 

COMMISSIONER PERRY: A lot would depend on 
getting the right people on the committee. 

MR. THOM: Exactly. I think we all recognize 
historically cooperation between the tax paying public 
and the taxing authority is improving steadily all the 
time. It is being recognized as an informality which 
has now reached the point of being formalized. 

COMMISSIONER PERRY: You also have to recognize 
Ministers can be persuaded where committees cannot, to 
do things in the taxpayer's favour. 

MR, EDWARDS: Sometimes it is a bad thing and 
results in a lot of special exceptions. 

THE CHAIRMAN: There have been-a lot of errors 
ereated in other years on account of special privileges 
being granted. 

Well now, is this a good time to pause? I 
think it would be if we are through this section. I 
think we will stand over for ten minutes. 


---A short recess, 


THE CHAIRMAN: Mr. Coyne, we are now moving 
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MR. COYNE: Yes, Me. Chairman, civil rights 
and imposition of tax, commencing at page 13. 

MR. MERRIAM: Mr. Chairman, before you leave 
that I would like to make one comment apropos of the 
last section. There was a2 sort of suggestion or 
implication that possibly the Canadian Bar Association 
was recommending some sort of change or amendment or 
different approach to the well established and 
traditionally accepted principles of parliamentary 
Supremacy and of legislative responsibility. 

I think it should be very clearly understood 
that not only do we support that fully, we would be 
very disturbed by any suggestion it should be upset. 

As we visualize the recommendation which we 
were discussing prior to the adjournment, it does not 
interfere or raise any sort of constitutional problem 
whatever, 

We feel rather in our minds that the 
recommendation is beyond the constitutional sphere 
Sntarely. 

If it could be examined in that light by the 
Commission I think possibly the recommendation might 
become somewhat clear. 

THE CHAIRMAN: Thank you, Mr. Merriam. I think 
we have got that before but I am very glad thet you 
stated that just as carefully as well as you have. We 
understand that. 

MR, COYNE: In introducing this question on 
page 13 in Part 2, you state in the third paragraph: 


"If, however, powers are so broad or ill-defined as to 
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deprive taxpayers of their property without adequate 
recourse to the courts, to deprive them of adequate 
means of defending themselves, to inhibit by legitimate 
business transaction by needless threats, these powers 
Should be carefully scrutinized in an attempt to bring 
about improvement." 

ni take it you are not suggesting in this 
paragraph that powers of this nature are generally 
characteristic of our present system? You are rather 
amplifying some of the pitfalls to be avoided and then 
going on to specific matters which you think should be 
attended to, 

MR, HULBIG: That is right. 

MR. COYNE: Well then on the subject of search 
and seizure, section 126-3 I would like to turn to page 
16 about two-thirds of the way down the page where 
you say: 

"Tt would appear reasonable 

that the taxpayer had the right 

to apply to the Minister for the 

return of items seized; and that 

the provincial courts of original 

jurisdiction should be given 

power to decide the issue on motion 

of the taxpayer, if the Minister 

refuses. The Act already provides 

in section 126, (5) that a certified 

copy produced by the Minister is 

admissible as evidence with the 


same force as the original, so the 
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Minister could always have copies 

of any documents seized without 

prejudice to his case". 

Is the problem here, as you see it, really the 
physical possession of the documents by the taxpayer or 
rather having copies of them so that he possesses the 
information as to what those documents contain? 

MR, LEMAY: When search and seizure is made 
ordinarily..documents, books and records are seized in- 
discriminately because at the time of the seizure, of 
course, the departmental officers cannot be called upon 
to pass judgment and determine if a particular document 
ia to be used om not.in,court.or.if it is going to be 
used es a basis for an assessment, but not all the 
documents or books seized are necessary, more often 
than otherwise, for purposes of assessment, 

That is one type of book or document that 
Should be returned to the taxpayer. The Act does not 
make any distinction and just simply says that the 
Minister may be retain everything that is seized until 
28 -is produced.or filed in court, 

There is no remedy afforded to the taxpayer 
to ask for the return of, let us imagine, documents, 
books or records that are not necessary for purposes 
of assessment. That is one aspect of it. 

Section 126 (5), inasmuch as it enables the 
Minister to use photo copies or certified copies of 
documents as original evidence should permit the 
taxpayer to obtain the return of the documents or books 


or records which are necessary for the carrying on of 
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his business, The brief does mention the fact that it 
may cause grave prejudice to the taxpayer not to have 
their records and books. I think that is evidence by 
LtsesT . 

MR, COYNE: The Combines Investigation Act 
deals with this problem in a somewhat similar context; 
that is there is very broad power of search and seizure 
by the director under the Combines Investigation Act 
but in contrast to the Income Tax Act the Combines 
Investigation Act does deal specifically with the 
problem that you raise. Subsection 4, section 10 of that 
Act says: 

"Where any document is 

taken away under this section 

for examination or copying, the 

original or copy thereof shall be 

delivered to the custody from 

which the original came within 

HO days after taken away or within 

such later time as may be directed 

by the Commission for cause or 

agreed to by the person from whom 

it was obtained." 

Would a provision along those lines meet 
certainly the second aspect of the problem to which you 
have referred? 

MR, LEMAY: It seems so. 

MR, COYNE: There seems no reason why they 
can do it in one Act and not in another, 


MR, LEMAY: Of course, in the interests of all 
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parties delay should be made as short as pogsible to 
carry out that operation. 

MR, COYNE: Forty days seems a little long to 
make a photographic copy of a document. 

MR. LEMAY: Yes. 

MR, COYNE: Turning to your specific 
recommendation in this section on page 17 you recommend 
that the Act be amended provided there is approval of 
the judge in section 126 (3) and I am looking down to 
the sub-paragraph ec; "Be made subject to judicial 
review", 

I wonder if you could perhaps expand a bit 
on what you mean by these general words or perhaps 
indicate what you have in mind as to the extent of the 
judicial review in your submission? Should review 
extend to the fact of seizure itself or only to the 
steps taken under it. 

MR, EATON: I think this recommendation is 
specifically directed to the approval of the judge, not 
what is done after his approval is given. The 
present state of the law is that there is noright of 
review. An attempt was made a few years ago to apply 
to a second judge to review the Order made by the 
first judge as to whether it was supported by the 
material that was placed before him. The second judge 
held that he had no authority to look into the matter 
at all because the first judge was personne designata an 
it was: functus officio and so on, so I think what 
we are asking for is that this situation be corrected 


so there may be a review of the approval. 
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I think what we are asking for is that this situation 
be corrected so that there can be a review of the 
approval to see whether it is based on material which 
Supports it, and. whether all the procedural requirements 
have been properly met. For example, it was suggested 
to me at one time that under the present setup it would 
be quite possible for an officer of the Department of 
National Revnue to get approval from an Exchequer Court 
Judge over the telephone, and that there would be no 
way of inquiring into those circumstances, and I think 
that that is correct. 

MR, COYNE: I Suppose that the granting of 
an approval on an ex parte application would have to 
be retained, but what there should be, in your 
submission, is an opportunity to go back to a judge 
and challenge the validity, if you like, of the seizure 
in terms of material that is filed. 

MR. EATON: That is correct. 

MR, LEMAY: For instance, there should be 
reasonable ground to justify the issuance of such 2 
Seizure order, 

MR, COYNE: Applying the standards which are 
applied under the Criminal Code. 

MR, LEMAY: Yes, or in civil matters. If 
there is no reasonable ground, why should there be a 
S¢izure? 

MR, EATON: It would have to be in the 
discretion of the review judge as to whether he is 
prepared to admit, say, cross-examination on affidavit, 


on which approval was given, or not. That is a matter 
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which we could expect to have spelled out in the 
statute. But as long as the right of review is 
provided I think we can leave it to the reviewing judge 
to determine the extent of the review which he will 
sate 

MR. COYNE: Then turning to page 18, I just 
note that in sub-paragraph 4 you are suggesting that 
section 126A be expanded to apply to documents in the 
hands of any taxpayer, so that a taxpayer can claim the 
Ssolicitor-client privilege as well as the lawyer. [I 
Suppose that that is always a matter of inadvertence 
that that is not in there at the moment. Is that your 
view? Obviously, if a document is privileged, it should 
not matter where it is found, whether it is found in 
the lawyer's office or in the client's office. 

MR. BATON: I do not think it is inadvertence. 
I had something to do with the preparation of the 
provisions in there now. I think it was really designed 
as a protection for solicitors, and apparently that 
18 all 1tadees tde; 

MR, COYNE: Protection for solicitors really 
for their oun benefit; not for their clieht's benefit. 

MR, EATON: Not for their benefit but for the 
protection of their offices and documents in their 
possession. 

MR, COYNE: But you are now suggesting that 
it should be expanded to cover documents enjoying a 
Similar privilege which are in the possesion of the 
elient. 


MR, EATON: Yes. We think that that is only 
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@ logical and consistent rounding out of the provision. 

MR, EDWARDS: Prior to the enactment of 
section 126A, I think there were some cases where the 
Department demanded documents from officers of solicitors 
but were refused on grounds of privilege. Mr. Eaton 
knows more about this than I do, obviously, but this 
may have been an attempt to deal with that type of 
Situation. As far as we can see, the one case is 
equally deserving as the other. If the documents are 
privileged, then they should not be subject to seizure 
no matter whose hands they are in. 

MR, EATON: I think that what actually 
prompted this amendment were instances where solicitors 
whose own affairs were being investigated said that 
they would not produce accounts because the copies of 
their accounts were in client files and there was 
solicitor and client protection. 

MR. COYNE: That is the sort of recollection 
which I have of the background of it. 

Now, there is another small point. The 
succeeding paragraph in the recommendation, paragraph 
5 and 6, say this. Paragraph 5 says that: 

"The taxpayer be given in 

any event the right at any time to 

have copies made of any items 

seized." 

Paragraph 6 says: 

"The taxpayer be given the 
right to reasonable access To 


that which has been seized". 
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My question is this. Are both these rights 
necessary? If he has the right to have copies, does 
he also require a formal statutory right of access? 

MR, LEMAY: Yes, he does. Because in order 
Go assure, let us say, a proper defence for a taxpayer, 
his solicitor must undoubtedly verify the existence or 
non-existence of what would be brought into court as 
evidence, and to choose from that evidence the 
documents which it is felt are necessary, copies of 
which should be made. Actually, this access to 
documents is limited to the goodwill of the district 
officers, and yet documents cannot be examined with 
such privacy that the Department will ignore what 
documents have been examined in fact. We do not mind 
the fact that there may be.an officer of the 
Department making sure that no papers are taken away 
and that the whole thing be done in the presence or 
in the view, Jet us say, of an officer. But what we 
do mind is that there should be somebody looking over 
your shoulder seeing the note that you are taking. 
When we talk of reasonable access we also mean 
privacy of this kind. 

COMMISSIONER BEAUVAIS: But surely, if some 
accounting books are seized, it might be rather 
difficult to have copies made of those accounting books. 
I understand very well the taxpayer being given the 
right of access to those books, but the right to have 
copies made of them I do not think would be feasible. 

MR, LEMAY: Anything can be photocopied. 


COMMISSIONER BEAUVAIS: Y<es. But if you have 
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accounting books for a five year period, and so forth, 
that would be quite a job. 

MR. LEMAY: But if there has been a search 
and seizure, and at the first point you have been given 
occasion to air the grounds and the basis of the 
seizure, you know the limitation and the scope of the 
accusation and you can work on that, It. is “easy to 
have copies made of relevant documents, or parts of 
books,at the time. 

COMMISSIONER BEAUVAIS: Yes. But nevertheless 
your suggestion in 5 is that you would have the right 
to have all those books photocopied. 

MR, LEMAY: Well, it may become impractical 
sometimes, but other times it might be practical to 
have copies, let us say, made of five sheets of one 
document, whereas you would need only one sheet of a 
book. That could be done so as not to disclose 
exactly your way of thinking with regard to the defence 
which you were preparing for your client. 

COMMISSIONER BEAUVAIS: You would have the 
right to have the whole set photocopied. 

MR. LEMAY: Yes, 

MR, COYNE: Have you given any thought to who 
pays for the cost of the copying? 

MR, EATON: Her Majesty. 

MR, COYNE: Her Majesty. Is that your answer? 

MR, EATON: Yes. May I just add by way of 
a general observation with regard to copying and 
returning that it seems that if there is any question 


about who should have the originals or who should produce 
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the copies, if you have reached the situation where you 
have to make a decision I think we feel that it should 
always be the taxpayer who has the original and has 
the benefit of ein, Afterall, the whole scheme is a 
pretty serious intrusion on private rights of the 
individual, and if the purposes of the statute can be 
accomplished by having copies made, then surely the 
invasion of privacy should be minimized by returning the 
originals to the taxpayer at the earliest possible 
opportunity. 

MR, EDWARDS: I think as a practical matter 
that part of the cost of the copying process can be 
cut down by having the Minister's representative and 
the taxpayer's representative get together. If the 
Minister decides that he does not want certain documents 
he can return them, If the taxpayer decides that he 
does not require copies, he can waive the right to 
have copies of certain documents. But we think that 
he should certainly have the right to the copies when 
they are seized and retained by the Department. 

THE CHAIRMAN: Why should he waive anything 
at all if the Queen is going to pay for it? He would 
simply say: "I will have copies of everything you have". 

MR. EDWARDS: He might well do that. 

MR, EATON: He might find it to his own 
advantage to be friendly! 

MR, COYNE: Then passing on to the next --- 

COMMISSIONER GRANT: Before passing on, might 
I make the comment that if there is a serious field of 


abuse now in «~xistence, then of course every step should 
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be taken to eliminate it. On the other hand, when an 
application is provided to the courts, or a method is 
provided. to apply to the court in the course of a 
hearing with regard to these matters, it does add to 
the costs and does constitute delay. Costs are 
becoming more and more a factor for the client in these 
matters, because no person can take time out and appear 
before a court without that time being paid for. But 
it is the client who eventually has to pay. if these 
are abuses they must be corrected, certainly: On the 
other hand, I do not think that we should lose sight 

of the fact that an application to the court does add 
to the costs and also constitutes delay. 

MR, GOODMAN: Perhaps the answer to that is, 
afterall, that an application to the court is the 
client's application. He will decide whether he can 
afford it and whether he wants to brook this particular 
delay. The problem we face is that after a seizure -- 
and goodness knows there are not very many -- documents 
can remain in the hands of the Department of National 
Revenue for several years without any communication of 
them from the Department. While no doubt the 
Department is preparing its case, the taxpayer and his 
advisers are completely in the dark, are without legal 
access to the documents which have been seized, except 
by the grace of the District Taxation Office, and they 
are handicapped in the preparation of their defence, 

In some cases they have no knowledge of the nature 
of the transactions which are alleged. In other cases 
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first place, and there is no way of contesting the 
seizure, 

THE CHAIRMAN: I think that meny of us know 
of instances of what you suggest where doduments have 
been held up for a long time, documents which may 
include the taxpayer's books. 

MR, HULBIG: And somebody else's. 

ME. THOM:: It. is possible that if the taxpayer 
had any rights in this matter it would go forward at a 
better rate, because the taxpayer would be able to 
assert himself, which at the present time he cannot do. 

MR, COYNE: On the next section having to do 
with the right to be represented by counsel and ‘wv have 
a transcript, which is the bottom of page 19, you say: 

"With the powers of investigation 

the Minister has, it is not necessary 

that he have the right to exclude 

the taxpayer and his counsel from 

a formal inquiry into the taxpayer's 

affairs t" 

Then in your specific recommendation, No. 2, 
you recommend: 

"That a transcript of the 

examination of a taxpayer be made 

available to him," 

I was wondering whether you had intentionally 
limited this recommendation to a transcript of an 
examination of the taxpayer. Did you not have in 
mind that he should be entitled to a transcript of any 


proceedings relating to the investigation of his affairs? 
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MR. LEMAY: Definitely, All the evidence that 
ov eoulred:, 

MR, HULBIG: "An examination of the taxpayer's 
affairs" perhaps. 

MR, LEMAY: No. It is the actual examination 
of the witnesses before the inquiry, or before the 
Commissioner, 

MR, COYNE: A transcript of any evidence taken 
in the course of an investigation. 

MR, GOODMAN: I may say that Mr. Coyne and 
I have personal knowledge of a situation which took place 
before the decision in Guay v. Lafleur in Ontario, where 
a client of mine was being examined under Section 126 
by an officer of the Department of National Revenue. I 
was .present at that examination and requested a 
transcript of the examination, which was formally 
refused on application to the Deputy Minister. 

MR, COYNE: And there was nothing which you 
could do about it, because you had no right to it. 

MR. GOODMAN: Yes, although subsequently the 
Quebec court found that the taxpayer was entitled to 
such benefits. 

MR, COYNE: In the next section, where you 
deal with limitation of prosecutions, you criticize the 
alternative provision in section 136(4), where the 
limitation is based on the day on which evidence has 
come to the knowledge of the Minister, You recommend, 
both witn regard to this Act and the Excise Tax Act, 
that the limitation period be specific. 
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it now stands -- that is, with the time running from the 
date of knowledge -- is really unreasonable. I have 

in mind what I think is the normal civil limitation 
provision, where time will run from the date that the 
right of action arises, or from the date when the 
plaintiff has knowledge of the right of action. Why 

is it so unreasonable to relate a limitation period of 
this kind to knowledge of the event giving rise to the 
action? 

MR, LEMAY: More often than not prosecutions 
are taken after a search has been made of the premises 
of the taxpayer, efter documents have been taken away 
and sometimes examined by the Department for so many 
years, and during so many years. If the search was 
warranted it is because the Department thought at the 
time, and should have had reasonable grounds for thinking, 
that a fraud had been committed... If the Department 
had that knowledge and let two or three years elapse 
before prosecuting in fact, the taxpayer would feel that 
even if the record or the file came to the Deputy 
Minister's desk, let us say two or three years after 
the search had been made, the Department or the Minister 
had in fact, through his officers, had that knowledge 
and the taxpayer should have been prosecuted within 
the strict period of one year from the date of that 
knowledge. If the taxpayer could prove that the 
Minister, through his officers, had knowledge of the 
offence, he should have the right to establish that 
in court. Actually, he is deprived of that right. 


MR, COYNE: Your recommendation is simply to 
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eliminate this reference "from one year of knowledge" 
altogether, and to make it simply that the limitation 
period for prosecutions under this section would be 2 
straight five years from the date of the offence? 

THE CHAIRMAN: That is the recommendation, 

MR, LEMAY: It would probably be simpler in 
application. | 

MR, EDWARDS: The reason for that is that 
there should be some finality to matters of this kind. 
In other words, if you did not have a limitation of that 
kind the prosecution might take place 15 or 20 years 
later, But certainly alternatively, and in particular, 
we object to the provision that the Minister's statement 
as to when it came to his knowledge is conclusive. 

At the very worst it should be a question of fact as to 
when it came to the knowledge of the departmental 
officials, not the Minister, and it should be a question 
of fact, not an’ dneoKndltisivée: presimption. 

MR, COYNE: Would! the fact that the Minister 
has ample powers, in situations of this kind, to 
collect the tax and impose penalties, quite independent 
of any right of prosecution, affect your views in this 
regard? If there has been a fraud which would 
warrant a prosecution, he has very broad powers to 
impose the taxes and penalties evaded as a result of 
that fraud, 

MR. EDWARDS: He would not be limited as far 
as assessment is concerned, but after a certain period 
of time has passed, I think the taxpayer should be 
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long ago. 

THE CHAIRMAN: The five year period worries me 
a Littie, If I understand 1t correetly, and I may not. 
Do you mean that if no one discovers that a fraud has 
been committed within five years of the committal of 
that fraud there can be no charge laid? 

MR, EDWARDS: Yes. 

THE CHAIRMAN: It seems to me that that is 
too short. Afterall, we are dealing with fraud. 
Somebody has stolen money from the government. The 
ordinary prescription in debt cases is a longer period 
than that, 

MR, GOODMAN: We are talking about criminal 
prosecutions. There are many provisions in the 
Criminal Code providing for limitations on matters which 
are at least as serious as this, 

THE CHAIRMAN: But with a prescription period 
as early as this? 

MR. GOODMAN: Yes. 

MR, COYNE: Where you are suing for penalty 
there is a two year limitation in the Code. But 
presumably that would not be as serious an offence as 
that involved in a case of fraud under the Income Tax 
Act. But I do not know. 

MR, GOODMAN: That is not the only one. 


MR. COYNE: No, it is not the only one. 
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MR. EDWARDS: It depends on the nature of 
the fraud uriden the Income Tax Act. As I think we 
mention... later, there may be prosecution under 
section 132. 

MR. COYNE: With any limitation? 

MR. EDWARDS: Mens rea. 

MR. COYNE: Is it not always true that the 
limitation provided in section 136(4) does not apply 
to a prosecution upon 4ndictment unde section 132(2) 
where there appears to be no limitation period at all, 

Section 132(2) says that: 

"ee. every person who is charged with 

an offence described by subsection (1) 

may at the election of the Attorney 

General be prosecuted upon indictment 

and if convicted is, in addition to 

any penalty otherwise provided, liable 

to imprisonment." 

I do not think 136(4) would apply to that, would it? 

MR. EATON: I think that is right, and I 
think there is authority on that point. 

MR. COYNE: Turning for a moment in the 
Same section to the question of Excise Tax Act, you 
mention the fact that failure to pay sales or excise 
tax is a criminal offence under section 53 of the 
Excise Tax Act. Does the committee have any views 
whether or not a provision of that kind is warranted? 
There is no similar provision in the Income Tax Act. 
The mere failure to pay taxes is not, as I understand 
it, a criminal offence under the Income Tax Act but 
it is at the moment under the Excise Tax Act. 

MR, GOODMAN: That is quite correct, Mr, 
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ak Os; MR. COYNE: Do you have any views of 
the distinction that:is drawn between the two 
statutes? Is it warranted? 

MR. GOODMAN: I have some very strong 
views on the matter which this committee has heard 
before in that connection. 

I believe the difference between the 
statutes is not warranted in any way. The Excise Tax 
Act attempts on the one hand to impose criminal 
penalties for non-payment of tax which would be appro- 
priate if tax which is collected was a trust fund 
which had to be remitted to the government if, as 
and when collected from the customer. On the other 
hand, non-collection from the customer does not entitl 
the taxpayer, the licencee, to any defence in a 
prosecution by the Crown for collection of tax. So 
the manufacturer, the licencee, is in the unenviable 
position that if he is unable to collect from his 
customer he is still liable, and criminally liable 
for payment of sales tax. 

It would not be unreasonable to provide 
either that moneys collected from customers must be 
segregated and held as trust funds and must be remitte 
under criminal sanction, or that there is an absolute 
civil obligation to make payment of tax whether or not 
you collect from your customer, but no criminal 
sanction should be applied. This attempt to ride both 
horses should not be continued. It is extremely 
onerous in bankruptcy matters. There have been 
numerous cases where persons have been convicted 
and imprisoned for failure to pay in circumstances 


where the bank has refused to honour a cheque and 
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has called in its loan, and the manufacturer is now 
in the position that he has no funds with which to pay 

MR. COYNE: I take it from your first ré+- 
marks, Mr. Goodman, that these are your personal 
views but that the committee has not made any recom- 
mendation on this. 

MR. GOODMAN: Tne recommendations which 
exist in this particular connection are contained on 
page 21 only. 

THE CHAIRMAN: But what you are saying is. 
that debtors are going to jail in fact. 

MR. GOODMAN: Yes. There are a number of 
cases in which that has occurred. I had a pitiful 
case I recall within the past year where a woman who 
was operating a small manufacturing business on her 
own was convicted of failure to pay sales tax. She 
had collected the tax from her customers and put it 
in the bank. The bank called in its loan and she was 
unable to continue in business, and she was in fact 
imprisoned for a day until we were able to get the 
fine paid by relatives before she was released, 

I think the situation with respect, 
gentlemen and Miss Mtlne, is intolerable. 

COMMISSIONER GRANT: Is imprisonment for 
debt not a matter that is treated under property and 
civil rights by the provinces, and has each province 
not an act now that states that imprisonment for debt 
is no longer possible? 

MR. GOODMAN: I believe each province has. 
However, this is imprisonment for failure to pay a 
penalty, which is imposed under the Excise Tax Act 
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penalty is imposed if one fails to pay one's tax, 

and that penalty is $25 to $1,000 plus the amount 

of tax that was not paid. The minister ‘is given 
the right to require that the portion of the fine 
which is calculated by reference to the tax ube 
remitted to the Crown on account of the tax. He can 
apply it that way if he wishes, but he is not re- 
quired to do so. But the Court of Appeal in Ontario, 
in the case of Re Fred Cohen made it quite clear that 
this was not a collection of a debt; this was a 
prosecution for a penalty. 

COMMISSIONER GRANT: I know that sometimes 
they do that. A debtor does end up in jail, I know, 
but it is on the grounds of contempt of court possibly 
because he has failed to carry out a court order. 

MR. GOODMAN: This is quite different 
from a contempt of court failure to answer a judgment 
summons. 

THE CHAIRMAN: It is a breach of trust. 

MR. GOODMAN: It is not necessarily a 
breach of trust.because he may have committed no 
criminal acb.:invélving: breach. of: trust...He may have 
failed to collect it from his customer because his 
customer refused to pay him or he may have collected 
and deposited his money in the bank account intending 
to issue the cheque, and the bank may have called in 
its loan. It is hard to see that that is a criminal 
preach of trust. 

THE CHAIRMAN: I cannot understand why 
you could not"spring"this woman under the civil rights 
law. 


MR. GOODMAN: I think it might have taken 
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several webks longer. 

COMMISSIONER GRANT: Your point is that 
it should not have been necessary to spring her at 
all. 

MR, GOODMAN: Exactly, Mr. Chairman. 

MR. COYNE: In your comments on certificate 
judgment, in the next section you say, at the bottom 
of page 92: 

"However, on many occasions certificates 

are registered under section 119 before 

assessment or simultaneously with assess- 
ment, thereby in effect committing the 

Crown in a disputed cause effectively to 

determine the question of liability 

against the taxpayer without affording 

him the opportunity of a fair trial." 

I wonder if you could expound on what you mean there. 
My question is related to the fact that, at least to 
my understanding, the certificate can only cover taxes 
and/or penalties actually assessed, and whether or not 
the taxes are owing if the taxpayer goes through:'the 
normal appeal procedures will ultimately be determined 
by the court. 

I am just curious about your statement 
that this effectively determines the question of 
liability without the taxpayer being afford an oppor- 
tunity to dispute it. 

MR. GOODMAN: Briefly to answer this I 
can say the situation resembles that in which the 
dentist has removed the wrong tooth and when the 
patient complains the dentist is quite prepapred 


to return it. We have seen a number of examples where 
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the haste to collect the taxes has not been paralleled 
by suitable caution in the assessment procedure. 

MR. COYNE: What are you suggesting is the 
remedy for this, Mr. Goodman, in your recommendation 
here? Certainly if taxes are assessed and a certi- 
ficate of judgment is immediately registered and goods 
are seized, presumably this is a matter of great in- 
convenience to the taxpayer, but you are not recom- 
mending that the certificate judgment procedure be 
repealed. You are still going to leave it in there, 
so it is not quite clear to me what you have in mind 
as the purpose of this recommendation. 

MR. GOODMAN: Let me give you a simple 
example. We have seen cases where a certificate is 
registered in respect of something where the tax has 
been calculated in error. It is inconceivable that 
one cannot go to the court and require that the amount 
be reduced, apart entirely from any appeal procedure 
dealing with the assessment. 

MR. COYNE: Is that not a matter which, 
if drawn to the attention of the authorities, will be 
rectified by the authorities? 

MR. THOM: I think that can be answered in 
the negative. There are instances where the 
authorities, having taken this action, have chosen 
to stand on what they have done. 

MR. COYNE: Even when there has been a 
lear error? 

MR. THOM: Yes. My example is of a patent 
ease. The answer is that you have to go through the 
appeal procedure, with rights of objection and so on, 


which of course is a very prolonged activity. We feel 
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at least the taxpayer should have the opportunity 
of making these applications. He runs the risk of 
costs if he is not right. 

MR. COYNE: What power do you envisage 
the Exchequor Court having with respect to the certi- 
ficate that has been registered? 

MR. THOM: To make a reduction. 

MR. HULBIG: To set it aside or correct i%. 

MR. COYNE: On the basis that the debt has 
been improperly calculated? I think the certificate 
at the moment merely certifies that $X are owing and 
the act provides that the minister is empowered to 
register a certificate to that effect which then takes 
on the functions of a judgment which can be realized 
upon. 

MR, THOM: The court:;, I am sure, would not 
take wnto itself the appeal jurisdiction in its formal 
complete sense, but where there are faults the courts 
should have the opportunity of removing this burden 
from the taxpayer whose assets at this point are tied 
up by writ. The writ follows the judgment. It is not 
the judgment itself, it is the succeeding writ that is 
the problem. 

MR. EATON: An important aspect of the 
recommendation is that it is a summary procedure. 
There have been attempts to file certificates. I 
think in one judgment it was suggested, although not 
authorttatively decided, they might be attacked by a 
petition of right for a declaration, but this would 
be more cumbersome and a more lengthy procedure possibl 
than the ordinary appeal from assessment. 

I think the biggest area of need for review 


comes under the heading of what is the amount payable. 
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Section 119(1) allows the minister to certify an 
amount payable and at the present time whatever he 
certifies as the amount payable for ail practicable 
purposes, is the amount payable regardless of clerical 
or any other kind of mistakes, 

MR. COYNE: Is that accurate? Is the amoun 
payable not of necessity the amount that has been 
assessed? 

MR. EATON: I would have thought so except 
that is not the way in which the section has been 
interpreted and applied -- by the department at least. 

MR. COYNE: Is it in fact the case that 
there is any power to register a certificate judgment 
prior to assessment? 

MR. EATON: This is arguable.I think on 
the interpretation, but certainly a good many people, 
including people in the department, feel there is this 
power, in other words to have a departmental pre- 
assessment judgment. 

MR. COYNE: Although there is no debt owing 
as I read certain sections of the act, until an 
assessment has been made, 

MR. GOODMAN: Oh, Mr. Coyne, certainly 
income tax is owing before assessment. The act makes 
that quite clear, quite clear. 

MR. COYNE: And tan the certificate relate 
to taxes that are owing before assessment? 

MR. GOODMAN: I would think so because 
section 119 speaks of an amount payable under this 
act that has not been paid. It does not require 
assessment procedure for that. 


MR. COYNE: As for example instalment 
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payments prior to filing of a return? 

MR. THOM: I think in practice what the 
department does is to put an assessment which can be 
quite fictitious, to use a hard word, and certainly 
specious. There is very little difference as far as 
the taxpayer is concerned. 

MR. COYNE: Your point, taking it generally 
is that there should be some opportunity by the tax- 
payer, by summary procedure, to deal with this? 

MR. THOM: To prevent patent errors. 

MR. EATON: If it is a complicated problem 
involving fact or law, the judge can say file notice 
of objection and carry on in the ordinary way, but 
this special release we are recommending is for clear 
cases and immediate release because the taxpayer is 
unable to carry on his business. 

MR. THOM: I think we can assume the 
courts are not going to allow the just rights of the 
revenue to be defeated by this. 

MR. COYNE: Do you see a problem of drafts 
manship in the sense of having to define in the statut 
the precise powers of the court in these proceedings 
or do you envisage it as being left quite general? 

MR. THOM: As lawyers, I think we are 
prepared to leave it to the discretion of the courts 
to see the rights of the revenue and the rights of 
the taxpayer are upheld. 

MR. EATON: It precludes any proceedings 
taken upon any grounds upon which the taxpayer may 
wish to base his application so the safety valve is 
to be the court. It may be there is an error, and it 
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it is probably my fault. The statement is: 
"However, on many occasions, certificates 
are registered under section 119 before 
assessment or simultaneously with assess- 
ments..." 
I had understood that sometimes they raised it before 
assessment, and perhaps I am wrong on that. If so 
it should be corrected on the brief. 

MR. THOM: I think the assessment is issued 
at the same moment. 

MR. EATON: Are notices of assessment 
issued at the same time? 

MR. THOM: I have always, understood so. 

MR. EDWARDS: From section 46(3) it would 
appear that there is a debt, whether or not there is 
an assessment. I think it is our position on this, 
as well as on other matters that a taxpayer should 
not be in a position of having to depend upon the 
good will of the minister. They should have the right 
to have the matter reviewed if an action is taken 
which is not reasonable and which is prejudicial. 

MR. EATON: Perhaps we could leave it in 
this way, that the statement at the foot of page 22 
may be incorrect to the extent that it refers to 
certificates having been issued before assessment, 
but our main point is that the power to do this is 
there in the act and it should not be there. 

MR. COYNE: I have no questions on the 
next part of the section, Mr. Chairman, dealing with 
Mens rea and criminal intent, which I think is quite 
clear. I would propose dealing with Part III, which 


deals with the administration of the Income Tax Act, 
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at page 26, 

THE CHAIRMAN: This is an important 
recommendation in respect of section 132 and re- 
stricting the offence to wilful offence. 

MR. COYNE: Yes. 

THE CHAIRMAN: Has anyone up here any 
questions to put on this section? I think we all 
understand it. 


Go ahead Mr. Coyne. 
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THE CHAIRMAN: Shall we move on, Mr. Coyne? 

MR. COYNE: Unless any of the panel wish to 
expand on what is certainly quite a basic change in 
the thinking of the statute. 

MR, LEMAY: One point that I think we should 
bring to the attention of this aero aer is that the 
innocent is treated the same as the guilty under Section 
Lae. 

THE CHAIRMAN: I am not sure this is the only 
way to cure it. It seems to me it is a way of getting 
at it, Mr. Lemay, as you pointed out. He may be innocent 
or guilty. Shall we move on? 

MR. COYNE: Dealing with departmental 
interpretations your recommendation as it appears at 
the bottom of page 23 is that departmental recommendation 
of general application be published and I take it from 
the earlier part that you are thinking principally in 
terms of the assesor's guide. Then up towards the 
top of that page 28 you say"We submit, however, that 
when published interpretations are changed, the 
changes should not be applied retroactively in a way 
which is adverse to taxpayers who may have relied on 
them", 

of course, this is a thought to which the 
Department is very reluctant to acceed but you make the 
point that there should be this degree of certainty 
in relation to these releases. My Question is 
simply: What about changes in the law, that is, when 
a court has actually found, as they find occasionally, 


that the Department's interpretation of the section 
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in the release is wrong in law. 

As I understand it, the Department normally 
feels in those circumstances they are bound to apply 
to Peverse their field and apply the law as it has 
been authoratatively held to be. Do you feel that even 
in those circumstances the application of this law 
Should be withheld until a new release can be 
published, 

MR. GOODMAN: This would be a ruling which 
would be in favour of the taxpayer, no doubt. 

MR, COYNE: An interpretation of practice, 2 
you like, on the part of the Department which would 
be favourable to the taxpayer and which in the course 
of judicial proceedings were found to be improper. 
Perhaps this is not a very common thing but it 
certainly has happened, as you probably know. 

MR, GOODMAN: In the rare situation such as 
that the comments which are made in the first paragraph 
of page 28 would apply. 

In the converse situation, which is much 
commoner, where departmental interpretation is more 
restrictive and the courts ultimately find to be 
proper, one would expect the Department to then revise 
its administration, if necessary, retroactively because 
there, of course, no taxpayer is prejudiced. On the 
contrary. 

MR, COYNE: Why should it work only one way? 
Supposing a taxpayer has relied on a published 
interpretation,which is more favourable to the taxpayer 


than some alternative interpretations and subsequently 
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before his file is dealt with he is assessed. The 

court tells the Department they have no business dealing 
with these matters this way. They should have dealt 
with it another way, which is more onerous to the 
taxpayers generally. 

MR, GOODMAN: Because it is simply a fair 
ground rule by which to administer income tax, This is 
avery complex statute which may be interpreted only 
with a fair measure of cooperation from the taxpayer 
whose problems are reasonably complex. 

The Department has undertaken the administratio 
of this difficult statute and wishes to put in rulings 
of general application from time to time, in our 
opinion. Consequently anyone who relies upon that 
must be protected by the Department's own statement, 

It is the principle of estoppel and a matter of 
fairness, nothing more than that, 

MR, COYNE: What you are saying here is that 
notwithstanding what the court may have said, the 
interpretation of the Minister of National Revenue or 
by his officials shall be authoritativeitothe extent it 
has been relied upon until the Minister has made a 
release to tell the people what the. law is. 

MR, THOM: Mr. Chairman, I would consider Mr. 
Coyne is quite correct. The law is the law. It has 
been so declared, It must be abided by by all 
taxpayers. | 

THE CHAIRMAN: You do not seek to put these 
administrative rulings into the same position as the 


law, It seems to me Mr. Goodman's suggestion would 
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do that. It would extend the law because if a taxpayer 
is entitled to depend on it, and the book is wrong,he 

is depending upon something that is not law; ond if 

he is depending upon something that is not law and it 

is in his favour, it is automatically against the favour 
of the government. It seems to me the government is 
required to enforce the law, I don't think they can 
change the law by --- 

MR. THOM: Not when it has been so declared 
by the "Sourt 716. 

MR, COYNE: Would it be fair to draw a 
distinction between sort of rulings on general 
application to which you are referring here, that is 
typically the assessor's guide we are talking about, 
and a specific ruling which a taxpayer may have obtained 
in respect of his own particular case. 

MR, THOM: The whole question would be if 
deferred compensation agreements and deferred payments 
are enacted. You have to come to a conclusion for 
what you think the law provides and there is a 
departmental practice with regard to that. Quite often 
.the assessor is going to say this. They tell us what 
they are doing in their office and our suggestion is 
that that should be something wich is available to the 
public at large. When Parliament wants to pass a 
law or the Department wants to pass a regulation that 
will become law, and the taxpayer acts on what the 
Department has said and then the Department says the 
administration of our practice is wrong because the law 


has been settled, they have to change their practice 
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or the taxpayer will get pinched, I think. Jt i8 too 
bad but they will. 

In the meantime when the law itself doesn't 
speak fully and clearly there must be some protection 
to people under the deferred compensation agreements. 
We should know how the Department is going to assess 
them, 

THE CHAIRMAN: It seems to me that you will 
have to ask through the Deputy Minister or through us 
that the Deputy Minister make available information 
which is now on the book and which is his best view as 
to what the law means. 

Certainly, if the Deputy is going to do that, 
I would think he would write all over that "He is not 
bound by it". It is given by him honestly and fairly, 
believing these circumstances are such, If the 
taxpayer should rely on it, they do so at their own 
peril. I would think that is the only fair way he 
eould do it. If you want him to go beyond that, 

I would think he would tear up the book and throw it 
away. 

MR, THOM: Perhaps it is a matter of self- 
application of the law as to what he is changing. 

If he wishes to treat a certain situation this way for 

a number of years and then say "Now, I think I will 
treat it another way" he should do so presumably without 
regard to changing any statute or regulation but 

because for practical reasons he doesn't like his own 
practice. 


THE CHAIRMAN: He is not the law. He can 
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make mistakes as well as the taxpayer can. 


MR. GOODMAN: I think the question is to some 
extent. semantic, Mr. Chairman. What the, assessor does 
is the law until the minister. overrules him. What the 
Minister does is the law until the Tax Appeal Board 
overrules him and so on up the chain. One: cannot make 
such a simple distinction between the acts of the Depart- 
ment of National Revenue, which are not the law and the 
decisions of the courts, which are. 

MR. THOM: You and I are not on the same wave 

length at all. We are going to start an aro ue ey amongst 
ourselves, Brother Goodman. ; 


THE CHAIRMAN: It would seem to me that what 
the taxpayer does rece law. It would likewise 
seem to me that what the assessor does is not the law. 
And the same thing wert aane ie to the Minister. in his 
administrative quality. The law must be what Parliament 
says it is or what the courts interpret what Parliament 
says. I do not understand an extension beyond that. 

MR, THOM: Yet the assessor has a discretion 
of some nature. | 

THE CHAIRMAN: Yes, I agree the assessor is 
doing it the best way. He believes it to be the law. 
He ere having regard to what he thinks is the law. 
I don't think that makes it the law. 

MR. GOODMAN: Yes what the Tax Appeal-Board 
does is the law until the Exchequer Court tells them 
otherwise. That particular Peuacal statement does 
not commence at the Tax Appeal Board. 

THE CHAIRMAN: I think it does. I am not a 
lawyer but I am prepared to take you on on that 
argument. 

MR.’ GOODMAN: . With respect, I have some doubt 


in my mind particularly in the tax machinery which makes 


it quite clear that an assessment is an appeal from a 
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judicial determination. The assessment is made at the 
moment the tax is assessed subject to appeal to another 
judicial tribunal. 

MR, THOM: Surely if the law of the Tax 
Appeal Board is the law for six weeks, it is the law 
for six weeks, 

THE CHAIRMAN: Mr. Goodman says it may be the 
assessor who establishes it. That is what I consider 
to be important. I think the law must be what 
Parliament says and may be modified by the courts. 

MR. GOODMAN: I think there are differences of 
Semantics, Mr. Chairman. Perhaps there are other more 
useful areas which may be proceeded with, 

MR, LEMAY: The court cannot ratify the law, 
they can only give an interpretation of the law. 

MR. EDWARDS: The law is always fixed. The 
only problem is nobody knows what it is until the court 
determines it. I think the law has been defined as 
the predictions of what the judge will do, which is 
sometimes difficult to understand. 

I think in this area there are practical 
problems as well as problems of principle and I suppose 
if you followed the statement you have. suggested of 
principle to its logical conclusion the Minister would 
have to go back and reassess every return for the 
previous four years where there has been a change, in 
the case of all taxpayers; which I think would be 
administratively not feasible, particularly the various 
changes that benefits a large number of taxpayers. 


Maybe the dividing line should be with respect to the 
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THE CHAIRMAN: I think that the Minister does 
make certain changes in assessments because the 
interpretation of the law has been altered by the courts. 
I am sure you have seen them. I have, 

MR. EDWARDS: But the Statute itself and 
departmental interpretations deal with situations where 
people must go ahead in the course of business and 
make decisions and I think certainly they should be 
entitled to at least a certain degree of reliance on 
published material. 

COMMISSIONER PERRY: Are we not talking about 
the possibility of retroactive changes in written 
interpretations which are not yet issued? Is this 
not the subject in the paragraph. 

MR. THOM: Yes. 

COMMISSIONER PERRY: It is something which lies 
considerably in the future, I would say. 

MR, EDWARDS: The problem occurs when the 
Minister has to change his practice because the law 
changes by the exercise of the court's power. In that 
case it has got to be applied retroactively because the 
law is what the courts say is the law. 

MR, COYNE: It probably only arises in a fairly 
small minority of cases. 

The next point deals with Departmental 
advance rulings and bears some relationship to what we 
have been discussing. On page 29 you say this: 
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the Department's reluctance to 

adopt this proposal may be 

traced to many problems posed 

by advance rulings, the Association 

nevertheless recommends that 

advance rulings be given on 

questions of law and the exercise 

of administrative discretion. 

A factual question or a question of 

degree such as those which invariably 

arise in connection with capital 

gains, would not qualify for attention, 

On the other hand, sections 8, 16 

and 17 of the Income Tax Act, for 

example, allow the Department wide 

discretion to determine when a 

taxable benefit has been derived 

by a taxpayer", 

First of all I query the use of the word 
"discretion" because I put it to you that the Department 
has no more discretion in determining whether a 
benefit has been received under section 8 than it has 
in determining whether a particular gain is of an 
income or capital nature, In every case there is 
no discretion in the sense of ministerial discretion. 

MR. THOM: We did not use the word "ministerial" 
Mr. Coyne. We say departmental discretion. 

MR, COYNE: Well then, what you are speaking 
of is the decisior: which is open to the Department as 


an assessing authority as to whether to assess or not to 
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assess. 

MR. THOM: And how to assess, yes. 

MR. COYNE: I put this to you: Why do you draw 
a distinction between the sort of examples that you 
give in the last sentence that you quote and other 
examples such as discretion between income and capital 
gains. 

I put this to you: From the point of view 
of the taxpayer, if he is contemplating a complex 
series of transactions, the effect of which would be 
ruinous to him if taxes were imposed in a certain manner, 
what possible difference could it make to him whether 
the Department is concerned that he is getting the 
benefit under Section 8 or whether the particular gain 
that is involved in the transaction is of a capital or 
income nature. I don't understand why you draw that 
sort of distinction, which is unclear to me. 

MR, THOM: © The problem is to determine what 
the statute actualiy means. There is no wording 
anywhere as to what statute under this Act is of 
significance. 

MR, COYNE: Surely that is only a question of 
degree. There are lots of cases which have dealt with 
the question but I cannot contemplate the situation 
where a man, whose decision is to go ahead with a 
transaction, will depend upon what view the Department 
expresses on the case. 

MR, TAMAKI: I think the answer reaily is 
in the special sections 8, 16 and 17 the language is so 


wide, couched in such wide terms that initially the 
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assessor's reaction is very important. Once you have 
the assessment the onus is on the taxpayer to dislodge 
the assessment. That may be pretty difficult to do. 

MR, COYNE: Are you not dealing here with 
circumstances -- correct me if I am wrong -- where a 
taxpayer is concerned to know in advance how a 
particular transaction is going to be assessed. If 
your ruling in advance is unfavourable he simply will 
not proceed with the transaction. There is no question 
of appealing the assessment because the transation will 
not take place. There will be no assessment and 
therefore no appeal. 

MR. TAMAKI: If the problem is a straight 
matter of capital gains or income, I think that is a 
matter for a lawyer to decide whether or not the 
profit would be taxable. 

On the other hand if it is a question of 
whether or not there has been a benefit or gain by 
a shareholder or there has been a benefit under 
section 17 or where the price is right under section 
437 and so on, it is very difficult to know just what 
the reaction of the Department is goigg to be. 

MR, COYNE: I think I understand your point. 
From the point of view of the taxpayer's, interest, 
the only interest to the taxpayer in advance rulings 
is to know whether the Department is going to assess 
or not assess. 

MR, TAMAKI: They will know which section 
wili be applied. 


MR, THOM: This is an exercise in considerable 
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restraint on our part. 

MR, COYNE: Yes. I am interested in the 
reasons for your restraint. 

MR, THOM: Mr. Tamaki has given an explanation 
to which I subscribe, that there are so many sections 
in this Act that there is nothing to guide us as to 
what the Minister may do in a certain situation. There 
is no practice or no cases. There is no public 
indication and you can look and find a benefit here 
or up here or down there -- well, they are all benefits, 
Our clients want to do business. 

MR. COYNE: Have you any suggestion as to 
how one should define the circumstances under which an 
advance ruling should be given and circumstances under 
which it should be refused? Is this something that 
requires definition or is this merely a matter of 


Departmental policy? 
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MR. GOODMAN: We have suggested in the 
opening paragraph, Mr. Coyne, that the Association 
nevertheless recommend that edvance rulings be given 
on questions of law and the exercise of administrative 
discretion. We would expect the practice of the 
Department of National Revenue to conform with that 
principle. 

MR, COYNE: You feel that that principle has 
in it a reasonable degree of certainty and meets some 
of the other standards about which we spoke earlier. 

MR. GOODMAN: I should think so. The 
difference between questions of fact and questions of 
law sometimes occupies the courts, but --- 

MR, COYNE: I would say on that that as far 
as section 8 is concerned the question is almost 
invariably a question of fact. 

MR, GOODMAN: With respect I think not -- 

MR, COYNE: I mean in the legal sense. 

MR, GOODMAN: -- in this sense, that if one is 
able to say that the principle of law to be applied 
is clear, the difficulty which arises is in ascertaining 
the facts and arriving at the proper inferences from 
those facts, then certainly it is not a matter that 
is readily susceptible of advance rulings. 

On the other hand, when you discuss something 
like Section 8, the difficulties are not primarily 
factual ones, The difficuities arise from simple 
Questions like this. If a meeting of shareholders of 
a company, at the annual meeting, are provided with 


free lunches, is this a benefit conferred on shareholders? 
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If an employer provides free transportation to and from 
work for his employees, is this a benefit conferred upon 
employees under Section 5? There is no dispute about 
the facts at. all, It. arises entirely from a lack of 
precision in the law itself. 

MR. COYNE: Do I take it that these are the 
type of general circumstances in which you are using the 
term "advance rulings"? Because if that is so, it is 
a very new use of the term to me. More normally the 
phrase "advance ruling" is used with respect to a pre- 
assessment, if you like, of a specific transaction, 
usually of some magnitude, vitally affecting a particular 
taxpayer. 

MR. GOODMAN: That is right. 

MR, COYNE: That is a very different sense, 

I would have thought, from the sense you have used it in, 
as a general principle to be applied in connection with 
free lunches at a boardroom meeting. 

MR, GOODMAN: Let me just express it in this 
way. If the XYZ Company Limited, proposing to provide 
free lunches, requests a ruling and provides all the 
facts of the proposal, I think that company may be 
entitled to obtain a ruling in advance as to the liability 
of the shareholders. I am not arguing that that be made 
applicable in general terms to all free lunches given 
at all shareholders meetings. We are talking about 
private rulings, it is true. We are also talking about 
publication of the rulings. 

MR, COYNE: ‘re these not really the 


circumstances which ere important in the overall picture 
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and which are of real concern to taxpayers in connection 
With the subject of advance rulings? Surely the 
important matters are the individual transactions of 
magnitude -- 

MR, GOODMAN: Certainly. 

MR. COYNE: -- and the fact that the taxpayer 
ean afford: torrunvno-i risk, Because if the risk does 
go against him, he is ruined, He therefore feels that 
he should know in advance whether or not an assessment 
is going to be raised. Such matters as rights of 
appeal and similar rights could not interest him less, 
because unless he can be assured that the transaction 
is not going to be taxed in the ruinous way he will not 
proceed with the transaction. 

In the absence of such a ruling, I suggest that 
you get to the position referred to on page 32 in 
connection with, Section 138A, where you say; 

"If the Minister does not 

give advance rulings under his 

specific discretionary powers" -- 
and we are dealing specifically here with Section 138A -- 

"the taxpayers will be unable to 

undertake new transactions or if 

they do proceed will be left ina 

state of great uncertainty for 

an indefinite period of time", 

MR, GOODMAN: For example, I suppose a 
company which proposed to transfer certain depreciable 
property from a parent company to a subsidiary is very 


much interested in the application of Section 8 and 
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dealing with indirect benefits under Section 16. Now, 
precise rulings are required on a precise transaction. 

MR. EATON: I do not think we are coming to 
grips with Mr. Coyne's point really, which might be 
stated, perhaps over-simplified, as that as far as 
taxation is concerned he is far more interested in the 
capital gains area, say, in taking a chance to lay out 
the facts and to get a binding ruling on which he can 
base his future conduct of affairs than he is in getting 
a legal opinion from counsel based on a study of cases 
which counsel of necessity must say: "I cannot guarantee 
because the area is, to say the least, uncertain". From 
his point of view he knows what he is interested in, 
and I do not think anyone can argue against that, What 
you are really interested in is some explanation of the 
reason why we have not recommended advance rulings in 
this area, 

MR, COYNE: That is precisely the point, because 
we have had recommendations from other groups along this 
line, and it is of interest that you have made a much 
more limited recommendation. In fact, your precise 
recommendation is limited really to cases of ministerial 
discretion, which are quite limited and are largely 
concerned with the new section 138A. 

MR, LEMAY: If there be unlimited advance 
rulings, it seems that you would create a secret set of 
judgments or of jurisprudence which is not legally 


accessible to the taxpayers at large, and in fact would 
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1| create discrimination between taxpayers. In essence 

2\| it would be an unfair system. The alternative would be 
to abolish all those private rulings, and then you would 
defeat the purpose of the secrecy of the Act and disclose 
matters to other taxpayers which had not been disclosed 
concerning the private affairs of a single taxpayer. 

MR, COYNE: On that point I wonder if there is 
not a halfway position of avoiding publication of the 
actual rulings, which would reveal this confidential 
information unjustly, but where if there was any general 
trend of decision in these rulings this could be 
publicized. As a matter of fact, I think you suggest 
that very point on page 30, where you say: 

"The benefit of publication 

may be conferred on taxpayers with 

a minimum of confusion by issuing 

memoranda composed of matter of 

general interest arising out of 

particular rulings". 

I take it that in a sense that would avoid some of the 
undesirable features of complete secrecy which you 
mention. 

MR. HULBIG: I think basically we should bring 
ourselves to make a blanket recommendation for advance 
rulings, realizing some of the difficulties involved. We 
have tried to steer a middle course, I think we have 
all been brainwashed in the past by the arguments which 
have gone back and forth over the years, and this was the 
best concensus which we could come up with, But 1 
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1) recommending our specific recommendation. We should not 


give our views in the sense that we feel that the 
Question of which matters merit advance rulings should 
also rest on the good faith of the administration. So 
far as ministerial discretion is concemned, in that case 
there must be an advance ruling for reasons which we 
have: set forth. 

THE CHAIRMAN: I am having a good deal of 
difficulty, Mr. Coyne, with this recommendation. How 
are we getting on? 

MR, COYNE: I think pretty well. I am at the 
end of my questions, I think, Mr. Chairman, 

THE CHAIRMAN: I am having quite a lot of 
difficulty here, An advance ruling means to me, of 
necessity, an assessment in advance based on the 
conditions laid down. I would not have thought that there 
was any more reason to suggest publicity in that case as 
there is in the case of any other assessment. If you 
wished to set up a procedure of advance rulings, it 
gives the taxpayer the opportunity to go to the Department 
to ask whether a certain result will flow. We have 
seen this done. We are not verymuch impressed by the 
U.S. procedure. Sweden has set up one for this sort of 
thing, where it has a court to deal with advance rulings, 
and its decision can be appealed. But it does mean 
that that court has to make assessments. The fact that 
it has to make assessments results in keeping down the 
number of applications to it to a relatively small 


number, And it makes a charge for it, too. 
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It seems to me that one has to recognize that 
if that is done the Departmental officials are not going 
to give any formal rulings very often if there is a 
better channel to go through. When I came to your 
recommendation I was rather hoping that you had in mind 
that if there were advance rulings they would be made 
in sections which you do not like, because they provide 
for discretion. I have in mind the dividend stripping 
provisions of the U.K. Act, which provides for advance 
rulings in respect of that section, and which lay down 
the procedure for an answer as to how this discretion 
will be rendered. It imposes on the revenue officers 
the need to reply promptly, or alse they lose their 
rights. And likewise with the taxpayer. 

As far as we can tell from asking questions, 
it does seem to work very well, but I would have thought 
that that is a fairly logical place for it. There may 
also be one or two other logical places for it. If one 
were going to impose it by law, he might apply it to 
the obvious places and see whether anything can be 
worked out, rather than to take the whole procedure 
which we have now and turn it upside down, in which 
case you might get absolutely nothing from the Department 
if you did that. 

MR, EDWARDS: Mr. Chairman, certainly our first 
preference is that the ministerial discretions be 
removed; but I assume that this is on the basis that 
they should not be. I think we felt that there 
Should be a mandatory procedure for departmental rulings 


in advance, With respect to the other transactions 
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where, as Mr. Coyne has said, there is a large transactio 
pending, which would ruin the taxpayer if he should be 
wrong, ordinarily we feel, as a matter of departmental 
practice, that those rulings should be granted. It may 
be that the reason we held back on the question of 
capital gains is because it is difficult to set out in 

a letter all the relevant facts, because the relevant 
facts include the whole background of the taxpayer and 
all his other transactions. I would assume that that 

is probably the reason, or one of the reasons, that 

the Department has been reluctant to give advance rulings 
on capital gains questions in the past. If a satisfactor 
ruling on a proposed capital gains transaction could be 
given, as far as I know this committee would certainly 

be in favour of it;but I think we held back on that 
because of the practical problem of setting out the 
facts, 

MR, LEMAY: Then they should do away, of 
course, with paragraph 4 of section 46, which is the 
right of the Minister to reassess, which means that that 
assessment would be a final one. 

COMMISSIONER PERRY: I read this with a 
somewhat rusty recollection of the American practice. 

I simply registered the thought that it seemed to me 
that you were planning your proposal very closely along 
the lines of the American limitations as to scope, As 
I recall it, they will not give a ruling on capital 
gains. 

MR. THOM: Quite right. It is a question of 


degree. 


vr 


beth ivotevhs HV ig oF scatoudoee esd esd Ioowteaqed eds 


tee ; a n oy ae 


reearaaryat Sex ep fo te elton ee 300 
en boveany rd diseme rectius seo? 35nd _satvoad | 
x0 goideoup oa? a¢ toed ‘bier ow sossss add tect od 

6 ey se inci rvyhb at af segeosd ef etktny fatiqas 
Iakwesa: vet iene etosl Iosvoelss oid Lge resvel # 
STU waveanke 2 of9. to. Danongiload stow sat shukonh aoe 
tee Jo suxens Digow 2 anobtosedes? “sdto eft fe 


ted .eageney HS lo eto Ney yg teeRner wi? vidadowq at 


Deapetta& m Ti Une oft at santa asup eared faviqso mo 


Wotton nabtasarend taken faviqeo Hexczatg 4 co RALLO 


YeEnled Th: hKivow 8)37 tare o eida wach < MA Tat O48 ,oeVIG 
tod? aa sived Biet oe satiny TF guditi to twoval at od 


WHY two xmbteoe Lo noldony deotzoany 69.20 sayeoed 


Yw ,yhwe of Sitode YI wodT 4YAMad AM 
bid et dotin .@) nolease 3 4 Aquettrg 21% Oe | ¢ PEIHON 
do-vod? scurem dette (geesdset oF astannne sda ‘to Sagis 
smo Lear'l ow ad B2vow .7osemesese 

ao aolew ale? pbeot fT ‘YANRS aims GeawMOo 
-sobtobeq nooltema 6n7 Yo wolisellooss Yvawt Ponwenen 
ey ac Beaoes 7) Qats dguody ott bexetatget yiqule tT | 
wittureiq S39" voy Jat? 


suede OF BSYBhokIaIloll asetienda edt Yo eanksh @fe 


+i a fy? t f yey * r a i * " 
La6o Ho SHlLLUT 2 svete won itiLw vod? 0D £6490% 


ig nOhblesup a shoal whee sot tai) sMOHT 


Sotygsd — 


TORONTO, ONTARIO 


ANGUS, STONEHOUSE & CO. LTD. 7548 


COMMISSIONER PERRY: And they will not give a 
ruling on matters of fact. So I think that your 
recommendation is soundly based on one precedent. 

MR, THOM: On the other hand, companies do 
this sort of thing for amalgamation purposes and for 
separation purposes. That has occurred in the Canadian 
business field and it is all very complicated. where 
foréign parents of subsidiary companies are involved. 
With certain foreign laws distortions are imposed on 
the transaction which are occasioned by the demands of 
a dominant parent in another country raising questions 
under our Act which do not respond to the sections of 
our Act. But the situation can be completly laid out 
in black and white. AS we all know, in certain 
instances letters are written by the official merely 

sayingthat it is all right. At times he does not even 
write a letter, but what have you got? Nothing. What 
we want is to receive some recognition from the 
Department in regard to this matter, rather than any 
statute. 

THE CHAIRMAN: I always thought you had quite 
Buicgots 

MR, THOM: You do get quite a bit, but then 
there comes a time when you do not. 

COMMISSIONER GRANT: Mr. Thom has just been 
discussing a matter which I do not think we have dealt 
with here as far as the evidence this morning is 
concerned as a subject itself, and I think it could be 
heipful to the Commission. That is as to what the views 


of the association before this morning are on the 
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present system, how cooperative they find the branch 
officers, and how far they get with their efforts to 
get advance rulings. 

MR, EATON: It probably varies considerably 
from one district office to another in one part of the 
country as compared with another, and between one 
group of individuals compared with another, It. dis 
very difficult to generalize, I am sure that all of 
us have had highly satisfactory experiences and some of 
us have had highly unsatisfactory experiences. It is 
the very nature of the lack of uniformity which I think 
is one of the reasons why there should be a change. 

COMMISSIONER GRANT: I think the brief points 
out that you may have uniformity where the ruling has 
come from Ottawa, because it is the practice of the 
Department to send those rulings out to the regional 
offices. 

MR. EATON: Yes, that is correct, Mr. Grant. 
Actually I was not thinking of inconsistency in ruling 
on the subject matter so much as inconsistency of 
approach as to whether a ruling will be given, or how 
Specific a ruling will be given. I think that varies. 
I think it is unfortunate because not every taxpayer 


necessarily has the same opportunity. 
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The departmental officials may feel inclined, which 
is against their usual practice, sometimes to give 

an indication on avhypothetical set of facts. They 
might do that to dpa set ents individual because they 
know him. I think general formalization and making 
the whole thing regular is greatly to be desired, 
Although certainly Speaking for myself I do not know 
of any experience where a taxpayer has really been 
badly treated, 

COMMISSIONER GRANT: The personal. element 
enters into the thing quite strongly now as to the 
Solicitor making an enquiry, be it on a regional 
basis or on an. ad hoc one. 

MR. EATON: Or whether the taxpayer is 
represented by a solicitor at all or whether he has 
an accountant with him. 

THE CHAIRMAN: The accountants do not 
provide any very good road to this. I, myself, have 
Sometimes got them to express themselves and the same 
people have sometimes afterwards refused to do so. 

COMMISSIONER GRANT: There was an instance 
the other day where the advanted> information was that 
one company was to buy the assets of another company 
and it had a reaction on the stock exchange because 
both of the companies were listed. Some period of 
time went by and then the announcement came out that 
the deal was off, and the deal was off because the 
assets to be acquired were to be paid for in the form 
of debentures and the interest on the debentures would 
not be allowed as an expense before tax. Therefore th 
whole thing was called off Whether that was on the 


basis of an advance ruling or whether it was on the 
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basis of a solicitor's opinion, of course I persorm 
nally do not know. 

COMMISSIONER PERRY: Just to clear up the 
semantics here, could we not agree that in an advanced 
ruling we are speaking of a determination relating to 
the affairs of an individual taxpayer, that this is 
what the American advance ruling system is. There is 
in addition this system of interpretation from the 
Internal Revenue or freasury decision, which I think 
are somewhat akin to the publication of the assessor's 
guide, 

MR. EATON: I do not think we would like 
our recommendation to be called the American system 
although we have happened to come out at the same 
result. 

COMMISSIONER PERRY: No, it is the only 
comprehensive system we have been able to observe. 
There may be a little confusion between advanced 
rulings in the sense of determinations relating to the 
individual taxpayer and interpretative statements of 
general application. I do not think we should confuse 
these two. 

MR. EDWARDS: There have been a few infor- 
mation bulletins recently issued by these departments, 
but they are only in very narrow areas. 

THE CHAIRMAN: You are asking for no change 
in law? You are asking the department to provide 
wict the taxpayers! allowances when they ask them in 
advance. Surely there must be a limit on that. You 
are not proposing that the department should provide 
a ruling in advance in every conceivable circumstance, 


or are you? 
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MR. HULBIG: We could not conclude on 
that. We left it at the outset at any rate to the 
good faith of the department. I think we felt that 
if it were made known that they were to issue these 
Pulings, at the present at any rate, no change in the 
law was required except ministerial discretions, in 
which case we would like to see something in the law. 

THE CHAIRMAN: But it does not cure Mr, 
Thom's concern that what they would then issue would 
be the same thing they now issue?: Or would you have 
them issue Something different? They are now issuing 
opinions. 

MR. THOM: Opinions, yes, over the 
Signature of John Jones, for example, 

THE CHAIRMAN: And that is satisfactory? 

MR. THOM: Speaking personally? 

THE CHAIRMAN: No, 

MR. THOM: It is Satisfactory because 
I have never found a case where they have gone back 
on one of these pieces of paper. What we are getting 
at is clients who have a great deal involved and 
would like to have some reasonable assurance, They 
would like to see if they do the transaction in this 
way what the tax consequence will be, 

THE CHAIRMAN: I am sure they would. But 
as I understand it, the present practice of the 
department, as we know it, of issuing letters which 
give their opinion as to what is going to be forth- 
coming under a certain set of circumstances would 
virtually be extended to all transactions. 

MR. THOM: Yes. 

THE CHAIRMAN: You are not asking the 
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department to writeca difféerentitype. of letter? 

MR. THOM: No. 

MR. EATON: No. 

MR. COYNE: And you are not Suggesting 
that these rulings or opinions be binding on ettiier 
party, that is either on the Crown or on the taxpayer? 

MR. GOODMAN: Legally binding? 

MR. COYNE: Yes. 

MR. GOODMAN: No, we say to the contrary. 

MR. THOM: I do not see how they could be 
binding. 

COMMISSIONER PERRY: The greatest forma- 
lization and perhaps the greatest change would be that 
there would be some publicity given where a principle 
had been settled in a ruling. 

MR. THOM: That is right. 

COMMISSIONER PERRY: Which again, if you 
forgive me mentioning the American System, is part 
of the function of the interpretative statenents they 
issue. 

MR. THOM: Yes. 

THE CHAIRMAN: The publicity you are 
Suggesting would come about, of course, in the 
assessor's book. 

MR, THOM: In the assessor's book, yes. 

THE CHAIRMAN: Because if they gave a 
ruling and changed their previous practice, they would 
issue a page in the book. 

MR. EATON: But! the public would not have 
the opportunity of going behind the interpretative 
Statement to see what ruling it was based upon. I 


think this must be secret within the department. 
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COMMISSIONER GRANT: Would you have con- 
firmed, Mr. Chairman, what I think was said to you 
a little while ago,that this would not involve amend- 
ment to the act except in the realm of ministerial 
discretion? 

MR. THOM: That is my understanding. 

THE CHAIRMAN: I think this is a good time 
to pause. We will come back to page 33 which deals 
with assessment: and reassessment. Then we are left 
with only fifty more pages! 

The hearing will stand over until 2:20. 


--- Luncheon adjournment. 
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MR. COYNE: Mr. Chairman, we are at 
section 3 of this part dealing with administration, 
at page 33. I direct your attention to a section on 
page 35. You say: 

"It 1s also a matter of concern under 

present law that if fraud or misrepre- 

sentation has been committed in 
conection with any matter relating to 

an income tax return, the tax payer 

may be re-assessed at any time, irres- 

pective of the “h-year limitation, .even 

though the re-assessment relates to a 

matter entirely unconnected with the 

misrepresentation or fraud," 
In this section you have several recommendations 
which, as I understand them Seek to define and 
delimit the rights of the minister where he opens 
Up an assessment for, ostensibly, a particular 
purpose, 

I would just ask youtwhether you feel 
that this same principle should apply both ways. 

I think it is the case that a taxpayer is not 
estopped by anything that he puts in his income tax 
return and that once the return ls opened by a notice 
of objection, it is then opened to the taxpayer to 
carry forward an appeal on any aspect of the assess- 
ment, not just any aspect which may be ostensibly 

in dispute at the departmental stage. 

MR. EATON: I do not quite follow that 
last observation, Mr. Coyne. A notice of objection 
must state reasons. 

MR. COYNE: Yes, but as I understand it 
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you are not bound by those reasons in the sense 

that your notice of appeal, if you carry it to appeal, 
must be limited to the Subject matter of the notice 
of objection, 

MR. EATON: Not in terms of reason and 
arguments and so on, but I think a good question 
would arise if you tried to attack an entirely 
different aspect of assessment in the notice of 
appeal than mentioned in the notice of objection. 

MR. COYNE: This may be a matter of inter- 
pretation, I am not sure, but my impression has 
always been the other way, that the views taken by 

the board is that once an assessment has been opened, 
So to speak by appropriate appeal procedures it is 
open to the taxpayer in effect, for example, to make 
a claim for a deduction that he never; made originally 
at all, 

MR. EDWARDS: I have been under the same 
impression ag you, Mr. Coyne, although I think there 
1s one statement in one of the Tax Appeal Board 
decisions that a taxpayer could not raise grounds 
in the notice of appeal that he did not raise in the 
notice of objection. But I understand that in the 
Exchequer Court you can raise new points; it is a 
trial de novo. 

MR, EATON: If you have an assessment on 
what the taxpayer thought was a capital gain from 
@ certain transaction and this is raised in the 
notice of objection, Surely it is clear that the 
taxpayer could not at a later stage raise the 
question as to whether he could deduct sO some ex- 
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within the same taxation year. I have always Phought 
that. 

MR. COYNE: It may be a question of inter- 
pretation. I take the opposite view myself, and I 
have understood, perhaps wrongly, that the Board took 
this view. 

MR. EATON: If you and Mr. Edwards agree 
in this, I am obviously wrong. 

MR. COYNE: But anyway, the sole purpose 
of my question was this. There is a series of places 
in your recommendations on page 37 where you recommend 
that there be certain limitations or definitions im- 
posed upon the extent to which the minister can take 
advantage of a waiver filed by the taxpayer or re- 
assess after the four year period in the event of 
fraud. Let me put it this way. If the understanding 
that Mr, Edwards and I have on this point is correct, 
Should there be an eleinentnor mutQality here? If the 
minister is to be restricted, should the taxpayer 
also be restricted? 

MR. HULBIG: I think so. I think the 
reason we did not consider this is because it would 
happen so rarely that this would a@ribe.. 

MR. EDWARDS: Mr. Chairman, I think the 
mutuality certainly does not go very far because if 
the taxpayer had a right to file an amended return 
within a four year period and have reassessment 
automatically, then I would think it might be quite 
reasonable to say that he should not have the right 
to raise any new points after the expiration of the 
four year period. I think that would be putting him 


on the same basis as the minister because the 
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minister can raise any new points within the four 
years. I think certainly since the minister has that 
privilege within the four year period the taxpayer 
Should have that same right. Maybe after the expi- 
ration of the four year period there is some justi- 
fication for saying that the taxpayer should not then 


be able to raise any new points. 
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MR, COYNE: In the event, I take it that that 
is not something which you would regard as being of 
any Significance in practice? It would not concern you 
particularly? 

MR. EDWARDS: No. 

MR, COYNE: Turning now to page 37 the sixth 
and final recommendation is that the taxpayers have the 
right to apply to the Tax Appeal Board or the Exchequer 
Court as the case may be on motion for permission to 
file a Notice of Objection or Notice of Appeal after the 
expiry of the statutory delays under such circumstances 
as the Board or court may find reasonable and just. 

I think one of the difficulties in connection 
with the present rule is chat if you exhaust the 
Statutory period nobody can provide you with any 
TeLiet.. 

MR, THOM: That is right. 

MR. COYNE: Would you think it worthwhile in 
relation to this recommendation to give the Minister 
power to concur in an extension and thereby avoid the 
necessity of making an application to the Board or 
Court, 

MR, EATON: That would certainly be better 
than the present situation. I had one case where Notice 
of Objection was filed on the Q9ist day because the 
fellow made a mistake in his arithmetical calculation 
on the calendar, 

MR, LEMAY: The Minister today has the right 
to reassess you during that period if he wants to 


apply the remedy and issue a new assessment and vary 
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the original assessment in any way he wants so that 
already exists as far as the Board to reassess is 
concerned but the taxpayer has no personal relief, 

MR, EATON: That would only arise if the Ministe 
thought there was an arguable contention. 

MR, THOM: Which of course, he is not likely 
to think if his original ruling advanced under the 
administration does not come within the general 
practice of jurisprudence whereby the courts have the 
right to allow litigants to be heard if they show 
cause. It goes back to, I think, the historical roots. 
The issue has never been raised and the Minister has 
been sort of required to say "Why shouldn't there be 
Some latitude for the hard case. Really, who have you 
hurt"? Again, cannot the courts be trusted to 
exercise reasonable discretion and not allow every 
careless and second guessing taxpayer to come in two, 
three or four years later and say: "Oh, I forgot 
Something". I don't think that will happen, frankly. 

MR, COYNE: I understand your recommendation. 
I was wondering whether there would be any advantage 
in granting the Minister the power which he does not 
have at the moment, except indirectly as Mr, Lemay 
points out, of issuing a new assessment which can be 
appealed to the Board or Court in an application --- 

MR, THOM: He is not likely to concur, 

MR, HULBIG: Why not. It might be a short 
circuit to some difficult situations. 

MR, EATON: I was wondering if Mr. Coyne is 


Suggesting this as an alternative or an addition. 
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MR, COYNE: I was really asking the questions 
in terms of an addition to your recommendation here, 
not as a substitute. 

MR, THOM: He could concur in an application 
to the court if he wishes to and express his agreement, 

MR, LEMAY: Yes. If you petition the court 
from the Tax Appeal Board or the Exchequer Court, and it 
Was your right to file either a Notice of Objection or 
Notice of Appeal, the Minister has various alternatives 
of agreeing to have this consenting judgment on your 
application, which is the normal procedure in all 
matters, or he could just let the matter go Without 
concurring and without contesting your application 
and then the judge presiding over the court at the 
moment will be in a position to determine if you have 
a valid ground to oppose or to appeal, and if your 
grounds are reasonable, he should concur in your 
application. 

MR, COYNE: I was really thinking of a more 
informal proceeding because certainly in cases of 
Notices of Objection it never gets to the Board or to 
the Court so that your procedure here, as far as Notice 
of Objection is concerned, involves a special application 
to a judicial body or board, It is conceivable that 
could be made unnecessary if the Minister had the 
Statutory right to concur in an application made by 
you for an extension. 

MR, THOM: By all means, I agree. 

MR, HULBIG: I think that is the answer. 


MR, EDWARDS: As long as there is always a right 
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to go to the courts, 
MR. COYNE: Turning to page 39 where you make 
Some recommendation concerning the appeal procedure, 
You say"It is recommended that the taxpayer be given 
the right to have an informal hearing by the Appeal 
Section of the Taxation Division within sixty days of 
the filing of his Notice of Objection; and that a 
taxpayer's objection be deemed to be allowed if he 
has not received the Notification of Minister within 
90 days after the filing of the Notice of Ojection 
unless the taxpayer waives this time limit --", 
I would ask you whether this is not possibly 
too rigid a type of provision particularly in view 
of the fact we have just been talking about the right 
of the taxpayer to seek an extension. Now, you are 
now suggesting that the Minister should be categorically 
bound by the delay period. I put it to you as to 
whether or not the Second type of provision would 
inevitably result in more cases being thrown into the 
courts which may have been settied without litigation 
Simply because the Minister and his staff are not able 
to get around to dealing with them within ninety days. 
Obviously, if that is the case, they will 
Simply file a proforma notification and say to the 
taxpayer "all right, you have your right to appeal", 
MR, EATON: Alternatively they may consider 
hiring additional staff and trying to Speed up their 
procedures. That is the answer to the second point. 
On the first point, I would think if the taxpayer has the 


right to apply to the court for an extension of the 


oa 
ies sald 


if inch 


+ : 


race on aa atabs =e | 
| io stay mabeavea sata aa 96 manson ae 
mM " Lad Deve: “nina sshd ‘te oongol 26 pounke nia! | i . 
. ae newinrs! sd ov barat " no ti wat ee a) aeyeant | 


| | hitb tevetniR Ve rodanat na rw ad? bovisebs, tor aust 


habe Yo potion sey “ra pots kd ‘meee Hynd OC 
Vee SRNiL att ala. weaves chiyeqxad: ance vasinw & 


(MiGRAndG dom At eked veoRaW gO wee LOW IE 


a ‘ie serbia wieaigetwng cen Reet Key Paes ® Blialy co? 
dist Sie Wode gruleed deed Pent, eval sepeen) Bit Oe 

‘ie #oy ,HOK  .@olowstxe aA pene ot SOLRTRAL onc to 
Vues custas ag hisodn  TetetoM ent oat gadveegygire wan 
r ey be mi of 2 doq J, .hesteq gadew it ud banod ; 
Heli Wate FOUR. To oY? Bo ees one Jon 19 ccontg pee. 

SD) Sais crworne qisew.eseen wom ae Pires yeaa bel 

HOLS pL TL, quorttte, feriise ganc see Naan agate atu S 

» ahce. Tor are Ae Ble OAN wes hee ott. Saeed eidere 
s Bye evawl iiddtin male avy patheat of Sanoge fey oF 

pity Qu . Sune oie af gad? AL ,YLawosved 


ANC ANT Yee an WohtM holon MG toey a et Yigats . 


~~, 


— 2 ee 


“none ON AGIs tie git we % stdges Zhe" seeAgees 1 


sop leroo 


‘@ 


ye Vaekionylsosioring la  ROTRE) oe 


nhed? on Neade 57 galyet. tae Vietn fem ethhe gating 


mo ‘t,0nhog havnse 40) a5) towens 2 “es, ten veytuwhboow 


fis BAe. man RES orth i wate? haulen I yoatan Text? ond baad . 


oa ‘ke sa ails 14s. eth te quis o# Viqas of rae | 


= ; a ria 


ANGUS, STONEHOUSE & CO. LTD. 7563 
TORONTO, ONTARIO 


90 days, the Minister should have the same right. 

MR, COYNE: The problem in the Exchequer Court, 
for example, it is now possible to flush out a reply 
to a Notice of Appeal because the Act Specifically says 
that the reply shall be filed within 60 days or such 
further period as the judge may allow. There is no 
Such provision in the Income Tax Appeal Board section. 
Perhaps there should be, 

MR. LEMAYs: What this 90 day delay would amount 
to would be a reduction of the 180 days mentioned in 
Section 59 where you ean go to the courts dixveo thy <if 
the Minister does not reassess or affirm or send his 
notification. 

MR, EATON: I had rather come to the 
conclusion that more time is being taken at the present 
time than needs to be taken in dealing with these 
matters, Perhaps we are wrong. We do not know what 
goes on in the Department. I think it was the 
impression of the committee that we Should thereby 
Shrink the time limit in an effort to try to make the 
Department people involved just Sharpen up their timing 
& hitthe, 

MR, THOM: Three, four, five or six months 
delay is not unusual at all. 

MR, GOODMAN: Two years delay is not unusual 
at abl, 

MR, THOM: It seems unnecessary. Afterall, 
the assessors have had all the time they want before 
they: assess, This is followed up by representations 


and statements and why the matter mould disappear under- 
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ground for such a period is difficult to explain to 
your clients, It is difficult to explain to the 
public. It is a matter of trying to accelerate the 
procedure of the Department and at the same time to 
retain the very great advantage of an informal appeal 
proceeding which resolves questions of fact without 
the necessity of expensive and litigious activity. 

MR, COYNE: Is it not a pretty severe 
recommendation because the recommendation is that the 
taxpayer's objection be deemed to be allowed, In 
other words that is the end of it. He has won unless 
he gets his notification within 90 days. At the moment 
there is the provision whereby the taxpayer can take 
the appeal direct to the Tax Appeal Board if he has not 
heard from the Minister within 180 days. That is 
merely a presumption that the Minister has confirmed 
the assessment. It is very different from your 
Suggestion that in a similar delay period, the objection 
be deemed to be allowed. 

MR, THOM: Well, we are here muddling in a 
matter of administrative problems which is Some thing 
about which we don't know the details. What we are 
trying to emphasize is the fact there should be greater 
Speed and expedition in the procedure for the taxpayers. 
That is an essential element of our submission. This 
is where we feel the impact of the public, there is 
too much delay. 

MR. COYNE: And would help to reduce these 
delays. 


MR. THOM: Yes. 
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MR. EATON: It seems to me a large part of the 
difficulty is caused by the fact that some of the 
departmental people involved have no idea of the need 
for speed or have no idea of the problems clients are 
being caused because you occasionally hear the remark: 
"Why are you so worried? It has only been a year", not 
a very long term in their view having regard to the 
fact they have not been perhaps on the outside business 
Operation for some years, They are just out of touch. 
I think what we are striving for is some method of 
making them aware, force them to become aware of the 
necessity for more speed, 

If we have overstated the case by our 
recommendation, I don't think that the general theory 
behind it should suffer, 

MR, THOM: There is also the aspect to be 
considered that the tax has almost invariably been 
paid which makes the publie feel the government 
doesn't really care. Afterall they have the money. 

I am dealing “ith the reflections which the public 
feels. 


It happens often in our combined practices, 


To make the point, we have mentioned that there should 
be greater effort in the expedition to settle the 
disputes. 

MR, EDWARDS: I think the exercising of the 
right to go directly to the Appeal Board after 180 days 
is very seldom resorted to beeause it is difficult to 
get a favourable decision from the Department, 


MR, COYNE: Turning then to the statutory 
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Some pretty fundamental suggestions in relation to the 
Tax Appeal Board. You say: 
"The Board does not have 

Sufficient members. Having 

regard to the great importance 

of appeals, the Board should be 

enlarged to the number required 

to carry the burden imposed on it. 

Because of the importance of the 

Board, which in fact acts as a 

court, and is described in Section 

91(3) of the Income Tax Act as a 

court of record --" 
Of course many other board are also defined as 2 court 
of record such as the Tariff Board and the Air 
Transport Board and Boards of that nature. 

"The status of the Board as a 

court should be recognized." 


ethat<the-Tax Appeal Board 


Then.-you. .recsaie 
be renamed the Tax Court and should be made a court 
of originial jurisdiction on an optional basis with 
coordinating jurisdiction with the Exchequer Court 
as it is now, 

I wonder if you would comment on this in 
relation to what I believe was the original philosophy 
behind the Tax Appeal Board, which was that what was 
needed was a relatively informal cheap -- cheap in the 


sense of costly to the taxpayer, yet independent 
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tribunal, not necessarily composed Wholly or lawyers, 
although I think lawyers have in fact been appointed, 
but in effect to deal with tax appeals of the relatively 
less important kind but more or less on a summary 

basis; thus permitting many small taxpayers access to 

a tribunal to whom an appeal would frequently be too 
costly if they had to go to court, specifically the 
Exchequer Court? 

Would you just comment on your recommendations 
in relation to that thesis, if you like, 

MR, THOM: I think if they were on the limits 
that you were originally stating, I didn't know that was 
expressed publicly. That could have been but I do know 
in certain cases, experience over the past fourteen 
years is that the Board is actually capable and does 
handle cases of great magnitude on a basis that is 
adequate and effective and satisfactory. A low cost 
type of litigation is desirable in the tax field and 
that the informality of their proceedings is also 
desirable, 

Many cases of great magnitude come to the 
Tax Appeal Board and this, I think, has given us the 
view that the Board should be recognized. 

MR, COYNE: Yes, but I wonder whether 
perhaps I am reading too much into this. For example, 
if salaries are too low to attract a sufficient number 
of competent members or if the terms of tenure are 
not sufficiently attractive, if the superannuation 
arrangements are not adequate, surely these are all 


matters of detail that can be rectified in one way or 
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My query is directed towards the concept. 
Perhaps I am misreading you; that the Board is not 
adequate and that it must be more formal, which I read 
into this recommendation, be known as a court. 

MR. THOM: Yes. 

MR, EATON: I think the main emphasis behind 
our recommendation is that sort of detail that you 
mention, Better remuneration, better tenure of office, 
better superannuation and so on. I don't know whether 
it matters whether you call them a court or a board 
or whether they rule or whether they do not. I do not 
think this is too important. 

If there 1s going to be any sort of 
compromise to be made in this it should be made on the 
Side of keeping it informal and observing the very thing 
that you mentioned at the outset, namely the right of 
the small taxpayer with a small appeal to appear before 
the Board, even if he has not got a lawyer. 

MR, LEMAY: One thing we must remember is 
that the law of evidence applies before the Board, 

THE CHAIRMAN: And 20) Is a eourt of record. 

MR, LEMAY: Yes, and only admissible evidence 
Should be brought into a Board's vane or a court's 
record so whether the name is changed or not, as Mr. 
Eaton was saying, is not essential but we feel that 
functioning as a court,it would probably be more 
appropriate to call it a court than a board. 

MR. EATON: It is not really operated in 


accordance with the original thought. 


a ; a hep) OLR ‘i 7 CA a ie 
| ? Moe Hea i oy io hae ; " 
4 ray 7 


W 
iy wi Se aed 

iy Nv : ari ) 
ad od. Ay Le et WOM CA eS 
a Li Ale a aw Hie on by Dy a 
‘ Tr P Ne 
ae et i ee a ai 

a A 


. ‘poets ‘ele: te a oe 
setts “to. rt donne: toe daremenan estat nd be | 
saan’ fom! THob tab Oa) baz wo 2 pauamnanesgicn sone | 
| bse Alt, THbo @ inant Pros ay leita cxueten Ce 
ert we TS FOR A. venta yop arte to. (Ahn ayanta, Test onw oe eh 

| 1° qadmomed ood “a2 ples siete 7 F 


| | _ 

i aria wre oe 08 gntegs at srody “Ly a oi 

| at ae atin wet Chui a ahdg ak ine o¢ of selmoagiooe ia 7 
LURE Bias ynay of2 ygabvrvedo ina '¥ punishes Yost at geiguext to sb5e |e 


io craks wit Pleven |. oevvo ‘oD 26. Pencene on voy wade) PEh 
grotad denies ov fosnate ti owe 8 a aoysetsd Lisoe aay : et 
PLSGwet 8 C99 tow exit sal "tN weve .baaed edt | | 
oe sib yavdnnae 9s Teer Ow guage wm -<enniela ys | 
hada ae wee bed Poh rage at A ee Wm, oatd tatiD 

/ BaGheN ao Tew Bt ie TMA ( IMAL AR “HT 

sonehive sia) ina dai yian oes sail : YAMA VAM 
Sree «Wor haps bi a’ S40 ¢ etal Ségwotd od bivede 
MM ee. Tot a conn’ 22. sen att “es ecw oe broost 
Jar? {ost wi, eHd Southsees yor ot .wekysk ase “oven 
_ Son od vVidedaig Pildow. Ri TIS maa) PahroesT pau? 
eibttnerd 's (coaelt arihd a Oh khea oF saltqo ths 

(ik bara ies: ylénot, dom ad #1) SOAR. A 
Jaijsrodt Lemigietin etd avsio vonubuoon ee 


i cas 7 via 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 7569 


MR. EDWARDS: I had the same understanding 
you had, Mr. Coyne. This would be quite a lot more 
informal than a court, the sort of place where a 
taxpayer could go by himself without representation and 
so on. As you know, in practice it has not worked 
out that way. It is not very often that a taxpayer 
takes his own appeals. The rules of evidence are 
applied and often the taxpayers taking their own 
appeals are thr oun out because they nave not 
discharged the onus of proof. 

THE CHAIRMAN: That may be but he is not 
charged with any costs for his appeal, Mr. Edwards. 

MR. EATON: That is a big advantage he wants 
to see retained. 

THE CHAIRMAN: Do you know whether accountants 
are handling cases at the Board still? I think at the 
beginning they felt they should have the right to do 
so and some did. Many accountants did not agree with 
this practice, I may say. I don't know whether they 
are continuing. Do our anacher that is so and whether 
it is a right that ought to be preserved. 

MR. GOODMAN: There are a few which appear 
before the Tax Appeal Board even today. It is not 
common, though. 

MR, LEMAY: In Quebec it is not admissible 
to practice as such, 

THE CHAIRMAN: It is not admissible. 

MR, LEMAY: No, not under the Bar Act. 

THE CHAIRMAN: I suppose they can always come 


to Ottawa and appear, can they not? 
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MR, LEMAY:* They can try. 

COMMISSTONER BEAUVAIS: You say in Queb 
Mr. Lemay, the chartered accountants cannot --- 

MR, LEMAY: Practice law. 

COMMISSIONER BEAUVAIS: I have been before 
be, board. 

THE CHAIRMAN: As a witness, probably. 

COMMISSIONER BEAUVAIS: No, as counsel. 

THE CHAIRMAN: Then you have probably broker 
the Lawyer's Act and maybe prosecuted. 

COMMISSIONER BEAUVAIS: I know. 

MR, COYNE: Just one other question on this 
aspect of the appeal procedure, Why do you went to 
elininat: the to the Exchequer Court from which thex 
is an appeal to the Supreme Court of Canada under 
the Supreme Court Act in the first instance, althoush 
it is very seldom used? Why are you recommending thet 
cases which come before the Tax Court have the right 
of appearing in the first instance before the Exchequer 
Court? 

MR, EATON: I think one of the-thoughts behind 
this was simply expedition, reducing some of the 
workload of the Exchequer Court for trials and 
consistent with the other recommendation which should 
improve the trial procedure before the Tax Appeal Board, 
Whereas the need for having this option for trial 


déenovo in the Exchequer Court. 
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’ THE CHAIRMAN: Why do we need three courts 
for hearing tax appeals, or, in other words, two appeals 
from the decision of the original court? It is not a 
different jurisdiction because the courts are 
concerned with federal matters, Would nae one appeal 
be adequate? 

MR, EATON: That is a very good question, Mr. 
Chairman, 

MR, THOM: I Suppose the cynical would say 
it is to keep the lawyers busy. 

MR, EATON: There is a lot to be said for that, 
certainly from the point of view of time and cost. 

MR, THOM: As a third step,in the U.K. there 
they apply : from the commissioners to a judge of 
original jurisdiction, and then they can go to the 
Court of Appeal and then to the House of Lords. We 
have not got that extra step here, 

THE CHAIRMAN: I do not know how one would 
change from our present system of two courts in Canada. 

MR, HULBIG: In the States they have the two, 
a tax court, and then a Court of Appeal and then a 
Supreme Court. 

MR, THOM: They are quite different sources 
of approach to tax appeals. 

THE CHAIRMAN: Also they have tax cases, I 
believe, in state courts. 

MR.EDWARDS: I think one reason, maybe not 
the conclusive reason, for having two stages is that 
you avoid too heavy a work load on the Supreme Court, 


because it also hears many other types of case as well 
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as tax cases, and recourse to the courts should only be 
heard in cases perhaps involving important tax 
principles, However, under the present law any tax 
ease can go to the Supreme Court. 

MR, EATON: Although I may not agree with 
this view, a lot of the members es the Camdian Bar 
Association over the years have felt it necessary to a 
good judicial system to have a double appeal, as we 
have in the provinces, You can appeal to the provincial 
court of appeal and then to the Supreme Court of Canada. 

At the time when the Supreme Court of Canada 
jurisdiction over ordinary appeals was limited, by 
increasing the monetary amount from $2,000.00 to 
$10,000.00 a few years ago quite a lot of people felt 
that this should not have happened because it deprived 
the subject of another right of appeal. The general 
thinking was that the trial judge can be quite wrong 
and that the first Court of Appeal can be Quite wrong, 
and that there should be yet another one. 

COMMISSIONER GRANT: I should like this 
information for myself with regard to our present setup 
of the Income Tax Appeal Board. Mr. Fordham is not 2 
lawyer, is he? 

MR, THOM: Yes, he is. 

COMMISSIONER GRANT: Oh. I understood that 
at one time he was a chartered accountant. Then the 
effect of this recommendation on page 41 is to turn 
the Exchequer Court, as far as taxation matters are 
concerned, into a Court of Appeal. 


MR. EATON: Which it is now, in part of its 
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function. 

COMMISSIONER GRANT: Yes. You have the right 
to go direct, however. You do not anticipate that 
to constitute the Court of Appeal as a tax court, and 
name it as such, and to give the members the Standing 
of judges, will undo some of the very things which the 
Tax Appeal Board was meant to accomplish in the first 
instance? We have already touched on this matter. It 
is your considered opinion that it would not slow up 
the process to any extent, is it? 

MR. EATON: No, I think it would speed it up. 

MR, EDWARDS: I think that the great majority 
of cases now go to the Tax Appeal Board in the first 
instance. There may be a relative few which do go 
to the Exchequer Court, but it seems to us to be wasteful 
that there should be another trial, or trial de novo 
in the Exchequer Court, where the Tax Appeal Board 
follows the rules of evidence and ordinarily gives 
written reasons for judgment, and there is a record 
of evidence. Possibly the time element could be cut 
down by providing that there should be an appeal to 
the Supreme Court only in cases involving over a 
certain amount, or where leave was granted, something 
of that kind, so as to avoid many possible appeais to 
the Supreme Court on questions of fact, and that sort 
of thing. 

MR, EATON: This could be improved by one 
very simple expedient, and that is by making the 
monetary jurisdiction on appeals from the Exchequer 


Court to the Supreme Court of Canada on tax matters the 
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Same aS it 1s on all appeals from provincial courts, 
namely $10,000.00 instead of $500.00. ‘That will eut 
down the number of appeals considerably, always 
excepting the right to apply for leave to appeal on 
matters of law. 

THE CHAIRMAN: Well, I am sure that your 
remarks will stir considerable interest among the 
appropriate authorities, and I thank you. I daresay that 
that is the kind of check which there should be on 
matters of this kind. 

MR, THOM: As long as the Minister insists on 
his costs in the Exchequer Court and the Supreme 
Court, as he always does, there is quite a severe 
brake on specious and shallow appeals, to the Supreme 
Court particularly. 

MR, LEMAY: One of the inequities of the 
present system is that when the taxpayer has won a 
favourable decision before the Tax Appeal Board he 
Will have to undergo the burden of establishing himseif 
again, his status, and so on, I suppose he has to 
go through further expense than if the Minister would 
have to appeal from that judgment of the Tax Board, 

THE CHAIRMAN: Mr, Lemay, that cuts both ways, 
of course. If he has made a bad job of it before the 
Appeal Board and is unhappy’ about his case which he 
presented, then a trial de novo gives him another 
complete opportunity to present the evidence again, 
and so on, 

MR, LEMAY: Under the present system the 


taxpayer is forced to bring again all that evidence, 
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plus additional evidence which he may have found, 

MR. EDWARDS: If he did not have a right of 
trial de novo maybe he would be more careful in 
presenting his case the first time. 

MR, COYNE: Then he might not be able to do 
so informally, Mr, Edwards, 

MR, EATON: I think this is appropriate, but 
if it is not stop me. I should like to say this 
in passing, that I did discuss in general terms the 
recommendation contained in our brief with some 
senior officials of the Department of Justice, and 
they do not subscribe to it. They feel that the 
present system of trial de novo in the Exchequer 
Court should be retained. I mention that for what it 
is worth, 

THE CHAIRMAN: Thank you very much, Mr. E2ton. 

MR, THOM: I might also mention that the 
President of the Exchequer Court is violently opposed 
Vio «LG% 

THE CHAIRMAN: To your recommendation, 

MR. COYNE: That is the present President! 

Mr. Chairman, that brings us to the next 
Section, which is on evasion and avoidance. I was 
not proposing to ask any questions on this section. 

THE CHAIRMAN: That is a matter with which 
all practitioners have been very much concerned indeed 
and very worried about, namely whether or not there is 
& fair distinction between the two and whether the 
law fully keeps them in their right departments. 


The solution is a simple one indeed. You would simply 
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throw out sections 137 and 138 and --- 

MR, THOM: Mr. Gordon was asked in the House 
a few weeks ago whether section 138 had ever been used, 
and his categorical answer was no. I think it is time 
to repeal it.under the circumstances. 

THE CHIRMAN: Probably it has never been used 
in the sense he meant, but I suspect that it has always 
been used in a different sense. 

MR. THOM: As voters we consider that is .a most 
improper use of statutory power, to keep a club behind 
your back and no one knows whether you have the power 
to swing it. 

THE CHAIRMAN: No one knows whether you are 
going to swing it. 

MR, THOM: But you have the power to Swing it. 
The word "improper" we must thank our good friend 
Salter Hayden for. 

COMMISSIONER PERRY: I always wondered how 
the concept of evasioénchad any authoratitive basis. It 
seems to us that there is in law the concept that the 
Subject pays no more tax than the law requires, and 
there is nothing illegal or reprehensible about this. 
Why do you not recommend that this term be abandoned 
and no longer used in discussion? 

MR, EATON: Henceforth it would be "improper" 
to use it! 

MR. COYNE: I suppose that this section stems 
historically from the Income War Tax Act, and if Mr, 
Gordon's reply the other day was limited to section 138, 
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think that under the Income War Tax Act, just before 
and at the beginning of the War the section was in fact 
used in several cases, 
MR. THOM: I think the word "improper" is 
the joker in section 138. 
MR. COYNE: As distinct from the earlier one. 
MR, THOM: Yes. 
MR. COYNE: Then that brings us to Bart IV. 
THE CHAIRMAN: I think we might move on to 
Surplus, because Mr. Beauvais is interested in the 
surplus part, and he has a long way to go before 
morning. I think we might move to surplus, if that 
Suits you, which is at page 57. 
MR, COYNE: Shall I introduce the subject, Mr. 
Chairman? 
THE CHAIRMAN: If you please, 
MR. COYNE: Perhaps it would be fairer to 
Say that the principal recommendation, or the broadest 
recommendation, which you make in this field is in 
favour of the adoption of a flat rate of 15 per cent 
on all dividends, You refer to that on page 58 in 
these words: 
"We agree with the Committee" -- 
that is the Special Committee -- 
"that an entirely new approach 
Should be adopted in the taxation 
of corporate surpluses based on the 
acceptance of the principle of a 
flat withholding tax on all dividends, 


While the imposition of tax on 
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dividends at a flat rate may 

appear inconsistent with the 

taxation of personal incomes at 

graduated rates, it may encourage 

investment in Canadian equities 

and it prevents discrimination 

against residents of Canada in 

favour of non-residents who are 

taxed on Canadian dividends at 

flat rates," 

My first question, if you can call it a 
Question, is this. How can you justify a low flat rate 
of tax on dividends in the face of the progressive 
nature of the income tax imposed on all other forms of 
personal income? I ask this particularly when you 
do not recommend any relief by way of refund for low 
income persons who receive dividends. That 28.7 2 
15 per cent tax that you recommend, as I understand it, 
would apply on all dividends regardless of the total 
income of the recipient of the dividend. Does this 
not really destroy any appropriate notion of equity 
in relation to the income tax, or, put another way, 
is it not a cure which is worse than the disease of 
avoidance through surplus stripping, and the like? 

MR, TAMAKI: In answer to that it all depends 
on what one means by interest income. I think a Strong 
argument can be made against the concept of two 
taxes, a double tax if you like, on corporate earnings. 
The most important thing which we have to keep in mind, 


I think, is this, that we have to decide to make up 
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our mind whether we are going to tax dividends at 
personal rates and stick to that principle to the hilt, 
or to make modifications. We already have modifications 
in the Act, In the case of non-residents, for example, 
the flat rate principle is applied of ten or 15 per cent, 
as the case may be, In the Act itself, even for 
residents there are various flat rates of 15 per cent, 
With 30 per cent already recognized. These are all 
exceptions to the rule of graduated rates of dividend 
income, and I think in a way we are recognizing, or 
admitting, that the theory of graduated rates is not 
Suitable for corporate distribution. 

Once we do that it seems to me that we might 
as well admit what we are doing and say that there 
should be a flat Withholding tax on dividends, 
distributions, and so forth. So that there will not be 
any need for many of the very complicated provisions 
of the Income Tax Act which are designed, I fear, to 
try to preserve the principle of graduated rates. i 
think it is as simple as that. I know that there may 
be all kinds of convincing arguments in favour of 
treating dividend income more favourably than interest 
income. I suppose it may be said that unlike interest 
income, dividend income is a distribution of income 


already earned, and that tax has presumably been paid 


by somebody else. But I think that you are quite 

right in saying that we are deliberately making a new 
rule for dividend income, 

MR, COYNE: I suppose, Mr. Tamaki, that taking 


the question of equity as between various taxes, or the 
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level of taxation on taxable income, any such equity 
is considerably affected by the rate at which the 
various types of income are taxed, as well as affected 
by the method. Why the 15 per cent rate, or can you 
expand on your reasons for recommending a Specific 
rate of 15 per cent? It could conceivably be at any 
level, including the level of zero. In other words, 
you would solve your problem, as I understand it, that 
if you simply eliminated all tax and the corporate 

tax on any earnings, and made it zero. 

MR. TAMAKI: One of the problems in suggesting 
that there should be no tax at all is that it is almost 
universally accepted that there should be some tax 
on dividends. But I do not know whether it would be 
acceptable to have a system whereby no tax at all was 
payable on dividends. Afterall, people can invest in 
Shares in Canadian companies and live on those 
investments and returns from the investments. Perhaps 
Some tax should be paid on those. 

MR, COYNE: Do you relate the 15 per cent 
rate that you have recommended in any way to the rates 
of tax which apply on other types of income? Is there 
any relationship in your mind between the 15 per cent 
rate, or is it purely an arbitrary or educated choice? 

MR, TAMAKI: Not completely, because, afterall, 
the 15 per cent rate is considered to be good for non- 
residents. 

MR. THOM: It was the rate chosen by the 
government when it passed section 95A. 


MR, TAMAKI: The other special rates in the 
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Act range from 15 to 30 per cent, but normally they 
are 15 per cent. 

MR, COYNE : So you are really regarding 
your proposal, as far as this aspect of it is concerned, 
as an extension of an existing pattern of 15 per cent 
rates? 

MR, TAMAKI: I would say so, yes. 

MR. COYNE: On this type of distribution 
in particular circumstances. 

MR, TAMAKI: That is right. 

MR. COYNE: Among the benefits which you refer 
to aS possibly flowing from this you speak of the 
encouragement which a flat rate of 15 per cent would 
lend to the investment in Canadian equities. I put it 
to you that there would not be much encouragement given 
to those persons who were currently at a rate of less 
than 35 per cent, because they would in fact be paying 


more tax on their dividends than they are now. 
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MR. TAMAKI: Yes, that is true, but I 
do not know what volume of investments will be made 
by the people in that group. 

MR. COYNE: No, I do not either, 

MR, EDWARDS: I think, Mr, Coyne, our 
feeling was that the 15 per cent was a relatively 
low rate and would not discourage very many people, 
To get a dividend of a dollar and pay tax of 15 cents 
on it would not be much of a disincentive, and 
the complexities which would be created by permitting 
a reduction of that rate would more than offset 
the advantage of allowing the deduction, 

COMMISSIONER BEAUVAIS: Mr, Edwards, unless 
they have a dividend income ayer $10,000, actually 
they do not pay any income tax on that. According 
to your suggestion there would be no refund such 
as was proposed by the special committee, Taking 
for example a taxpayer with a revenue of $12,000 
from dividends, actually a married man does not 
pay a cent of income tax, Mecerding: to your 
Suggestion, he would pay $2,170, 

I presume it is the intention of the 
government to induce the small investors, so then 
I presume the small investors would be within, 
or partly within, that category. Do you not think 
if you do not give them a refund under $10,000 
it would tend to discourage them from buying equity? 

MR. EDWARDS: I think it might discourage 
Some people who have a very large dividend income 
and very little other income, I think that would 
be a relatively small number of people, Of course, 


under the present system, when they have the 20 per 
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cent dividend credit, as you indicate, a taxpayer 
with no other income can receive a fairly sizeable 
dividend income without paying tax, but maybe in 
those circumstances the individual should pay some 
tax, 

COMMISSIONER BEAUVAIS: At that level 
of $12,000 maybe, but I am covering from $1,000 
to $12,000, You have a small fellow earning 
$3,000 or $4,000, Why would you not recommend 
a refund under $10,000? 

MR, TAMAKI: If you are looking at me, 
Mr. Beauvais, I should Say that I was anly one 
member of this committee, so perhaps someone 
else can answer that question. 

MR. THOM: One reason, Mr, Beauvais, 
maybec at that particular income level he probably 
is not a very heavy investor and the amount of 
dividend tax he pays at a 15 per cent rate is 
not very important anyway, whereas the administrative 
problem might be, 

COMMISSIONER BEAUVAIS: It is important 
if you see the tax that this man would have to pay 
in relation to what he has to pay today. There is 
quite a difference between zero and $2,000, 

MR, THOM: It is quite substantial to 
that particular investor in that range. 

COMMISSIONER BEAUVAIS: There is another 
point, too. You were talking about equity. $100 
earned by a company in the hands of uhevrécipient 
of the same dividend flowing from that $100 will 
amount to 59,80 per cent. I assume the company 


would pay 52 per cent. 15 per cent on the balance 
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would bring the effective rate you would have to 
pay on that $100 earned by his company to 59.80, 
and that is quite sizeable compared with $100 
earned by an unincorporated concern, The rate 
is quite high. I am talking about the question 
of equity that was raised a few minutes ago. 

MR, EDWARDS: Mr, Beauvais, take an 
individual with a dividend income of $10,000, 
assuming that is a 5 per cent return on the 
investments, the individual would presumably own 
securities having a value of about $200,000, In 
those circumstances quite likely the changes in 
capital value of the investment would likely be 
much greater than the dividends. But in any 
event, a tax of $1,500 would not seem to be unduly 
onerous, I would think, in those circumstances, 
However, we are getting into a question of policy, 
on which we said we were not going to comment. 

THE CHAIRMAN: Mr, Coyne, there is one 
thing that they have said which concerns me a good 
deal, They have lildttkened the 15 per cent with- 
holding tax to the non-resident tax. i*think it 
means that the resident in receipt of dividends 
would pay the same tax as the non-resident in 
receipt of dividends. 

I have always thought that there is 
more of a responsibility upon the residents of 
a country to pay taxes than there is on non-residents, 
that residents should pay more taxes than non- 


residents, It seems to me thevsem¥icés the 
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national government provides for us are essential 
to the people who live within the country, and to 
Some extent to the people who live outside the 
country and have investments in the country. I 
agree the investments have to be protected and 
that that means service, and so on, but to my way 
of thinking that should be a much smaller charge 
than the charge with regard to all of us who are 
Canadians, I cannot see the Suggestion that the 
Canadian rate of tax should be the same as the 
non-resident rate of tax, 

MR. TAMAKI: One of the things that a 
lot of people have pointed out is that the actual 
amount of revenue collected from Canadian resident 
individuals on dividend incomes is insignificant -- 
$50 million, I think, is one estimate. In 
relation to the total budget, that is insignificant. 
The 15 per cent tax, certainly without exception, 

I think, will raise a lot more revenue from non- 
residents. I think this might be a consideration, 

It is true that individual residents 
may pay more or less than other residents, or 
individual residents may pay more or less than 
non-residents, but in the total picture there will 
probably be more revenue resulting from a flat 
15 per cent withholding tax. 

THE CHAIRMAN: Yes, I concede that, but 
I do not think you quite meet the point which I 


raise, You are saying that even if I may be 


correct, the government has to takes gSotietdf ithat iim th 
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long run? 

MR. TAMAKI: Yes. 

THE CHAIRMAN: I am concerned with standing 
Side by side a person who is not a resident of 
Canada and who says to me, "I pay as much tax to 
Canada as you pay." I do not think we can fairly 
meet that charge, 

MR. HULBIG: You do not pay as much, 

On the $10,000 you do not pay any as a resident 
of Canada, 

THE CHAIRMAN: Do I not? 

MR. HULBIG: Assuming you have no other 
income, If you have other income, you will pay 
substantially higher than non-residents. 

MR. EDWARDS: One of the reasons for 
which we made it a flat 15 per cent was that if 
you said the upper limit may be 15;- but it may be 
less than that, you would be open to the charge 
that you were having it all one way, but if you had 
a flat 15 per cent I think, as Mr, Tamaki said, the 
revenue would probably be at least as great or 
greater than it is fnomithe rates that are now 
applicable, 

MR, COYNE: Is it really valid to compare 
rates of tax paid by residents and paid by non- 
residents on investment incomes and say that 
because the rate paid by residents may be greater, 
they suffer discrimination as compared with non- 
residents? I would not have thought so, I do not 


think there is any relation whatsoever between what 
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taxes non-residents pay to a foreign jurisdiction 
as compared to what residents pay to their own 
jurisdiction from a point of view of discrimination, 

MR. EDWARDS: I think that is really 
a question of policy, but one reason for having 
the same rate ae and I grant you it is not the 
same rate now an ytew of the changes in non-resident 
rates -- but if you have the same rate applicable 
to all citizens, no matter to whom they are paid, 
it certainly makes for simplicity in the system 
regardless of the question of policy as to which 
should pay the higher rates, 

MR, THOM: It is probably, too, that 
you are asking us questions which we have not 
the capacity to answer. We are amateur tax 
policy people and we do not pretend to be economists, 

As practitioners in the tax field, we 
look at it from the viewpoint that we have a 
designated surplus which fouls up reasonable 
business deals every time you turn around. We 
have a series of complicated sections in the act 
which make business transactions difficult and 
which make the law hard to understand. From 
that point of view, the simplicity of this tax 
recommended itself to us, It also seemed, prima 
facile, to have a degree of equity in that every 
dividend will pay tax and that the many evasions 
which are now practised -- which were practised 
until 138 (a) -- will have no further place with 
the possibility of removing this discretionary 
power which we find objectionable, that the 
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advantages of an effective and simple tax answer 
quite a few of the questions which turn on economic 
benefit and equity. 

MR, COYNE: I take it from some of your 
answers that one of the reasons why you recommend 
against there being any refund or credit for those 
persons in the lower income brackets is the very 
reason you mention that in your view it should 
be simple, it should apply to all dividends across 
the board without exception. 

I would like to ask you this question 
arising out of your paragraph 1 of your recommendation, 
You recommend that the present method of taxing 
dividends be completely abolished and be replaced 
by a flat withholding tax of 15 per cent on all 
dividends except dividends paid to a parent company 
by a subsidiary paid out of the latter's earnings 
while it was a subsidiary. Why would you exclude 
that type of dividend from this otherwise all 
embracing tax? 

MR, TAMAKI: We had a great deal of 
discussion on this point. There were two views. 
One view would be to say, "Let's have a withholding 
tax of 15 per cent or 10 per cent, or whatever 
it may be, and tax the first movement and forget 
about it afterwards." That is one view. The 
other view would be to say, "It is not feir ito.aéo 
that because then you are penalizing a company 
with a subsidiary, because accompany with a 
subsidiary will not be able to pay out dividends 


to a parent company without this tax. 
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I do not myself think that this should 
affect the principle, whether or not there should 
be withholding tax, and this is a method, maybe 
an exception to the rule, a question of policy. 

It may be found that it is better to have one 
universal rule and no exceptions because once 

we have this rule and we Say the subsidiary's 
earnings after it became a subsidiary can be paid 
out tax free, Well, then we have a return, if 
you like, to the idea of a designated surplus. 

We have to consider what happens to surpluses. 

We have to determine when earnings were earned 
after the company became a subsidiary. 

MR, EDWARDS: I think the only reason 
we put that in was because we considered it might 
be an objection to the tax on intercompany dividends, 
that it would apply to this type of dividend that 
was not payable previously. 

MR. COYNE: Both points of view have 
been put to us, I just question whether there 
is an element of unfairness. Surely if the tax 
were imposed upon the subsidiary/parent dividend 
it is only a tax to the extent that the parent 
is intent upon accumulating rather than distributing 
income, because if it passes the fund straight on 
to its shareholders, or any portion of it greater 
than 15 per cent, there is not going to be any 
net tax anyway. 

MR. EDWARDS: You might have the 
Situation, for example, where the parent hag a loss 


and the subsidiary has a profit, and it might be 
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desired to bring the surplus up from the subsidiary 
for that reason, But maybe if that is an 
exception at all, which may be open to debate, 
perhaps it should be confined for example to a 
wholly owned subsidiary, or to a subsidiary that 

is very close to being wholly owned, and to earnings 
in years when it was in that position for a 

complete year, 

MR. COYNE: I wonder if I could ask 
you a question on your comments right at the top 
of page 60, on the affects of change of residence 
of the corporation in relation to this problem, 

COMMISSIONER GRANT: Are you leaving 
the 15 per cent? 

MR, COYNE: Yes, 

COMMISSIONER GRANT: Then I have a 
question to ask, 

I am disturbed about ‘tities field of abuse 
this might open up, and perhaps it can be prevented, 
Take the case where one man, or a very small group, 
Say a family group, controls a corporation which 
is quite a thriving corporation and he lives on 
a scale of, say, $15,000 a year. He says, "Now 
I am not going to take a Salary at all; I am going 
to take all my money out in the form of a dividend." 
He does that and he gets by on a tax of 15 per cent, 
On the other hand, he might be in a position to 
put that into operation, but he might have enough 
control in the company or enough tnfluence with 


his friends to vote 4 preferred issue and he says, 
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"I own stocks in American companies, in foreign 
companies; I own bonds; I own real estate. Why 
should I be bothered with this kind of thing any 
more? I will sell all this and I will buy the 
preferred stocks of my own company. " 

Now I appreciate the fact that you have 
not in outlinéng ycur legislation cited it as being 


the alpha to omega of all legislationgim a? i Sete 3st * 


but are you concerned, for instance, Mr, Tamaki, 
with such a situation as that? Do you think 
it would lead to an abuse which could be worse 
than the evasion which is now practised in 


distributions? 
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MR, TAMAKI: Well, the company will be paying 
corporate tax on its income and this is in a sense a 
second tax; particularly in a closely held company 
from a business point of view. It is all one business, 
and there doesn't seem to be any particular reason why 
there should be a second tax on graduated rates, I think, 
on the distribution of profits which are earned by the 
company who had paid corporate tax. 

I think in your example the company would pay 
corporate tax which will go as high as 50 per cent. TI 
would be inclined to say 15 per cent on the balance 
Should be sufficient. 

MR. COYNE: You are discussing corporate 
rates, I know. You make that clear at the very 
beginning. We have to consider the corporate tax rate, 

COMMISSIONER GRANT: This is all related to 
that. 

THE CHAIRMAN: But the salary which was 
reducing the company's tax before is now replaced by 
a dividend on Mr. Grant's thesis so therefore the 
company's earnings would increase and thereby more 
company tax and there would be less tax paid by the 
individual. 

MR, TAMAKI: That is right. 

THE CHAIRMAN: I think your reply is that one 
is offset by the additional taxes to the other. Is that 
correct? 

MR, TAMAKI: Yes that is right. 

MR, EDWARDS: I think on this point it seemed 


to us that obviously any solution to this problem 
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depends on what is done with the corporation tax to give 
the effect that we have, Assuming we have the present 
form of corporate taxation and exemption of inter- 
company dividends, the only practical way of dealing with 
the problem and overcoming all this designated surplus 
problem is by having a flat rate. 

THE CHAIRMAN: We accept your recommendations 
based on the law as it now stands Sub ject to the 
recommendations you are making. If you change the law, 
you must replace that, otherwise your recommendation 
would be meaningless, 

MR, THOM: If we were to suggest there should 
be no dividend tax, the Giobe and Mail would probably 
write an editorial about it so we have to live within thi 
context, 

COMMISSIONER GRANT: Probably will anyway. 

MR, COYNE: On this point with which you 
deal at the top of page 60, having to do with the 
effect of residence of the corporation and the 
possibility of abuse, you recommend two alternative 
methods of dealing with it, each of them might be 
considered somewhat cumbersome. Another me thod of 
dealing with this problem, which has been put to us, is 
Quite a simple one and simply to the effect that 
if a corporation changes its residence and becomes non- 
resident, that even in itself it shall be deemed to 
@vasion of distribution of whatever surplus there may 
be and it would pay the 15 per cent tax on the notional 
distribution at that time. Have you given consideration 


to that sort of solution at all or would you have any 
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comment to offer on it. 

MR, TAMAKI: One of the problems would be to 
determine exactly when such corporation became non- 
resident because presumably if there is a tax to be 
paid that tax would have to be paid at the time or at 
least in the tax year in which the subject became non- 
resident. 

MR. COYNE: Do you envisege this as being 
a sort of administrative problem, Mr. Tamaki, by 
identifying the change of residence. 

MR. TAMAKI: I think it might be. Under our 
proposal we suggest that they, on the winding up of the 
non-resident company or payment of the stock dividend, 
there will be a tax. You see, there is some positive 
Step taken by the company before the tax liability 
occurs, 

Now, I am not suggesting that the other 
Solution is not workable but I can see some problems 
in determining when exactly the company became non- 
resident. 

MR. COYNE: Even under your proposals, is 
there any jurisdictional problem there, that is, of 
enforcement, if a company has successfully become non- 
resident? Is there a problem there of collection no 
matter by what method you may assess the taxes. 

MR, TAMAKI: Yes, I think so. Some problem 
exists to it. 

MR. COYNE: And probably would be under what- 
ever system were adopted. 


MR. THOM: Corporations that come into Canada 
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as foreign corporations today and do not distribute 
all their Canadian profits are just beyond the reach of 
the Canadian government, That is all there is to it. 

Canadian corporations owned by Canadian who 
try to make themselves non-resident by various 
deceptive techniques, the law cannot reach because they 
are behaving properly. People can always by deceit 
and fraud avoid taxes but you know eventually one 
expects these Canadian companies would have to come to 
the day of reckoning. 

MR, COYNE: Perhaps we could return to 177 and 
aS . 

MR, THOM: Yes, that might improve the 
Situation. 

MR. COYNE: There might be a perfectly proper 
reason for changing residence, It is not only a 
Question of devious --- 

MR, THOM: There is also the example if the 
question of residence were dealt with through the 
Canadian point of view at the present time simply by 
adopting certain jurisdiction in the United Kingdom, 
which has maintained a sort of precedent. It is not 
Canadian. We have dealt with the matter of the initial 
Statute, It might be the whole question of residence 
Should be covered if corporations for tax purposes --- 

MR. EATON: Mr. Thom has fallen into using 
the word "properly." 

MR, COYNE: You are not making any specific 
recommendations as to the law relating to the 


residence of corporations. 
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MR, THOM: No, 

MR, EATON: I wonder whether it is necessarily 
the view of the Association or all of us here that it is 
improper to incorporate off-shore companies to minimize 
tax, I wanted to make that reservation. I made Gx 

MR. COYNE: Mr. Chairman, that finishes 
everything I wanted to ask on this section. We have 
a choice of moving forward, Subject to any questions 
from the Board. 

COMMISSIONER PERRY: I am a little bit 
coneerned about the fact regarding this proposal that 
the Tax Foundation made in Vancouver -- a rather 
brilliant paper was delivered in which some weaknesses 
of this proposal were pointed out. The Chartered 
Accountants in their brief had also some changes which 
they thought should be made, You have some more here, 
I don't know whether this may all be the same thing. 
They may be somewhat different, The real question is 
whether these are matters of guilding what is a lily™ 
or whether they are attempts to deal with some rainly 
fundamental weakness in the proposal which would invite 
a series of patch-up provisions such as we have had 
for the last five or ten years. Is anyone willing 
to make an observation on that comment. 

MR, THOM: I heard the paper about which you 
refer, Me,oPerry, I think! it is a matter of guilding 
what seems to be a lily. There are certain weaknesses. 
Our suggestions are very similar to those put forward 
to you by the Chartered Accountants. I do not know 


Whether we have the same attitude towards the same 
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avoiding techniques. I think the basic idea of a 
withholding tax on dividends is right whatever it may 
be as looked upon --- 

COMMISSIONER PERRY: You are not afraid that 
the kind of dividend surplus Stripping opportunities 
that you can see today these people can see a year from 
now and that we Will be back in a hassle of trying to 
catch up with what is going on next year. 

MR, EDWARDS: I don't think we ean guarantee, 
Mr. Perry, that there would not be some possible other 
loophole we have not foreseen, but as far ‘as we can 
see, there would not be any significant ones. 

COMMISSIONER PERRY: This is what the men in 
the Department of Justice have been Saying for some time 
now, 

MR, EATON: They are not as objective as we 
are, 

COMMISSIONER BEAUVAIS: It is pretty hard 
to find something that would be 100 per cent foolproof 
anyway. 

MR, HULBIG: The question is is this system 
better than the one we have and to what degree is it 
better? 

THE CHAIRMAN: I would not accept this as a 
Standard of measurement at all. I Suppose, being 
lawyers, you have taken all the twenty different ways 
of stripping now and endeavoured to find out whether 
this takes care of them, You have probably found it 
has not done it absolutely completely but it it as 


close to it as you can get. 
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MR, EDWARDS: I think the basic proposal 
overcomes a very large majority of the present methods 
of stripping surplus and these other provisions are 
designed to deal with other possible methods that we 
and others we talked to can think of that were not 
overcome by the basic proposal. 

MR, THOM: Of course, there is one enormous 
weakness, if you can call it that in the taxation of 
undistributed profits.. That is the matter of Selling 
your company for its share value and distributing your 
profits along with capital, AS long as we have no 
capital gains tax, that is basic. 

THE CHAIRMAN: Well, cannot we say as long as 
we tax distributed and undistributed profits at the same 
high rate, because all countries do it. 

MR. THOM: No. 

MR, COYNE: Mr. Chairman, we have the option 
of proceeding with the brief on page 61 or going back 
to where we were at the beginning of the brief dealing 
with computation of income. 

THE CHAIRMAN: I think we might as well go 
back. 

MR, COYNE: Then, we are at page 45 and the 
first subject that you deal with is headed "Income and 
Capital Gains" which contains a brief reference to 
the problem of capital gains tax. I don't know whether 
you Want to say very much about capital gains tax or 
whether the Association will expand on its reason for 
not recommending it, The only reason to which you 


really refer here is that you suspect it may not produce 
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a great amount of revenue; the inference béing if it 
is not really a revenue producer it should not be 
adopted. . Curiously enough or perhaps coincidentally 
much the same view was expressed to us yesterday 

by the Canadian Labour Congress on the same Subject. 

THE CHAIRMAN: They were collaborating. 

MR, COYNE: Have you any comment of any kind 
to make on the capital gains tax beyond the brief 
mention here, 

MR, HULBIG: I don't think we have, sir, 

THE CHAIRMAN: That is the unanimous view of 
your committee, Mr, Hulbig, I suspect. 

MR, HULBIG: Well, it is really the 
Association. I think the individual members have 
views and perhaps they may have another method of 
expressing them in an informal way. I don't know what 
your procedure is here, 

THE CHAIRMAN: I have one in mind. 

MR, HULBIG: As an Association, I don't think 
Wwe can say very much more than we have. 

THE CHAIRMAN: Well, might we ask Mr. Hulbig 
or might I whether when you are talking about capital 
gains here you have regards to anydistinction -- you 
must have -- as between speculative profits and capital 
gains and whether you think the law has satisfactorily 
distinguished between the two, and if not, what, if 
anything, should be done about it? I have particubrly 
asked that question because I am very much interested 
=I des a 
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Speculative profits. The U.K., for instance, has a 
tax. It has nothing to do with the capital gains 
whatsoever, Most of the European countries do the 
Same thing and they measure Speculative profits in 
different ways. 

Sweden has perhaps got the most interesting 
way. It depends on the length of time you hold the 
asset. The tax declines until after X number of years 
there is not any at all; but time is a test in most 
of these countries. Now, it may be we don't need anythin 
of this kind in Canada, The U,K. law is not 
dissimilar from ours and yet a great many people in 
their government to whom. we spoke did not believe that 
they could properly tax speculative gains without 
amending the law and then they did amend the law -- 
not that they hope to get worthwhile revenue out of it 
because they felt it was grossly unfair and left some 
of their taxpayers scot free who Simply earned their 
living by speculation, 

Now, it has been represented to us that we 
in Canada do not properly tax Speculation in securities, 
We have probably done not too badly with properties 
but the people who know tell us .> have not progressed 
very far with securities. Assuming that is correct, 

I do not suppose you have any special knowledge of 
that, assuming that is correct, is the law good enough 
to take care of it, do you think? 

MR. HULBIG: I believe so. There is nothing 
in the law as it appears which would exclude this. 


It is, as far as we understand it, functioning well. 
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No attempt has been made to tax them. 

THE CHAIRMAN: The U.K. did not believe their 
law was good enough, 

MR, EATON: It is a matter more of 
administrative mechanics than the law. Administrative 
policy, if you like, 

THE CHAIRMAN: In your deliberations you did 
not consider that the time test would be useful it self, 
I gather, 

MR, HULBIG: We spent a good deal of time 
considering this, as a matter of fact. 

THE CHAIRMAN: I did not mean the test of your 
own time. 

MR, HULBIG: It was quite a testing time too. 

THE CHAIRMAN: Did you judge the merits of 
your recommendations by the length of time you spent 
on them? 

MR, HULBIG: No. We did have a proposition 
put very much along these lines which Mr. Edwards 
developed and it was not found that -- it did not find 
favour with the Association, We did, as a result, 
consider something very similar to the situation 
described in Sweden and I think perhaps some of the 
members of the Committee feel this would be certainly 
worthy of consideration, 

THE CHAIRMAN: That is interesting. Nobody 
has come forward, I don't think, so far and recommended 
that the present law be changed to insert a time test, 
if you can call it that wut I think several groups 


have given consideration to it, like yourselves. 
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MR, HULBIG: As far as taxation of securities 
were concerned, we considered this in the line of 
policy more than anything else as we have over the 
years, We adopt a rather hands-off attitude to 
this. 

THE CHAIRMAN: Yes, well, I carefully avoided 
Seine you questions on that. I asked you if you 
think the law is good enough and you have replied you 


think it is. Anything else on that section? 
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MR, COYNE: Then the next section deals with 
the deduction of costs and expenses, on which you make 
a series of interesting comments and recommendations, 
Your principal recommendations, if I may paraphrase 
Slightly, are that section 12(1)(a) be repesied; that 
the cost of a11 capital assets which depreciate or 
diminish in value or utility through use or passage of 
time should be neither deductible nor Subject to 
Capital allowance; but that all other business expenses 
in the broadest sense not being unreasonable should 
be deductible when laid out or incurred, 

In introducing these recommendations you list 
a number of examples of expenditures which, under 
today's rules, are neither deductible or depreciable, 

I think the inference there, if it is not expressly 
Stated is that under your proposed rules these 
particular expenditures would be deductible. I wonder 
if we could just have a look at one or two of them, 

or perhaps it will be possible to deal with them 
generally. 

Most of the expenditures which you have listed 
have in one sense or another a capital aspect to them. 
For example, in Example No. 1 on page 47, 8 gondola in 
a hockey arena is certainly a capital asset which 
presumably depreciates in value or utility through use 
or passage of time; but as was held by the Tax Appeal 
Board in the case involved it was not owned by the 
taxpayer, and therefore he was not entitled to capital 
cost allowance, I take it that under your scheme of 


things the cost to the taxpayer in that case would be 


if ars: SpeetonN gh (anal aorta site sue (ete 
¥. v6 (Hiikonngntl ation aasane Lemngne tie Me s8o0 
Ae sarong a Bae timer? Wo Lier away) ns, deronmanily 
oF rostdow non ott soubets ustighem of blndds, mad 2 

a eaweeR® nesitend sesitig Cie 2h? ded yoounwol ta reaegent 
bioade 2tdonowes te gntati Jou sated vasbsoxd orig’ ai: 


boron! Yo tee hkns cone sidiseudeb wal 


a 


Yekl woy Avoltebrenmooes wrote antinborat ae 

| telen ,doldn Karo spwogae Vo solgusxe to wdenaren ie 
| sr@eresigeh vo siditarbep cortaton: ose (OULNS si gated | 
yleursoas Ton ab ot UL ,stectt wempe Tat” aie neti a) 
| agent eels Pedotota Spey sebny Tard ef. sa 

yethew © 3. ofthdoubsh od Sigar wocensniegee annie eateiety 
) pen? ‘io ow? “a sao Je wool # avant Seut biveo ef uw i 
‘ 
| : god? oginw [vse 67 sidiavog,e¢ LiL tt nqertisg 6 | 
| | — ei theaill 
hevell ova any, sahdw aa 5 iaaiaia we a3 LO, 350M a 
aitove? Foonas Leitqaa's teisormn e ORnee PAS al ount 
nf wfobnew « .T! seaq ao 1 .eu Shqyeexs at, ~osqwase i] 
duntgw toeek Ietraco £ vlaletnen at HOTS — 
sey riqueaity yTlitve to sosee nt eataloasgel vidamumw eg | | 


Exaqye x0) acl? yd beet she we Te (om? oO SRAeaag 


, 


ee = 
——————— nn — 


sat yo Bee Jou aw TL DewLovet sane oy ot Stage 

: no 

 Letiqes ov Belsidee ton ase of ote tees? San, , TAK 
“so Shedoe TAY, “paberses de 2 nave t osunwolia ¢ . 

U 


6a Diver bese 7 me lh aaa wen oF Ter) ertd 8; a 


Th 
7 b j hi 


on Wis i iy a 


ANGUS, STONEHOUSE & CO. LTD. 7604 
TORONTO, ONTARIO 


deductible in the year incurred as a business expense, 
Is that correct? 

MR. EDWARDS: I think, Mr. Coyne, it might ‘well 
be depreciable, We have not been specific in saying 
which of these items should be deductible and which 
Should be depreciable. We have said that all business 
costs not otherwise specifically provided for be 
deductible unless prohibited for one of the reasons 
mentioned, or that capital cost allowances in respect 
thereof are deductible. It might be that this would 
be one type of expenditure which would be designated in 
regulations as being subject to capital cost allowances. 

MR, COYNE: On page 49, Mr. Edwards, from 
where you are reading, paragraph (a) at the top of the 
page Speaks of expenditures to acquire capital assets 
which depreciate or diminish in value or utility. The 
point at issue in the S*skatoon Community Broadcasting 
Company case was not as to whether or not it was a 
capital asset which would normally be depreciable, but 
Simply the fact that the taxpayer did not own it. 

COMMISSIONER GRANT: He built it but it became 
the property of the arena, 

MR, COYNE: Of the owner of the arena, yes. 

He laid out the cost, but the ownership of the asset 
which was produced as a result of this expenditure 
rested in somebody else, I think the same principle 
may be involved in one or two of your other examples, 
but in any event I think that is clearly the case in 
thet instance. How would that type of cost be 


affected by your general recommendations here? 
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MR. EDWARDS: I do not think that the 
paragraphs (a), (b) and (c) at the top of page 49 were 
intended to be read like a Stautory provision. We did 
Say "to acquire capital assets", but these would be 
expenditures on capital assets which diminish or 
depreciate in value or utility through use or the 
passage of time, Although we said "to acquire", I do 
not think we meant "to acquire legal ownership" 
necessarily. Our main point is that if it is a proper 
matter for capital cost allowances, then capital cost 
allowances should be allowed. If it is not a proper 
matter for capital cost allowances, then it should be 
deductible. Unless it falls within one of the 
categories, such as land or goodwill or personal living 
expenses, it should be prohibited altogether, 

MR, COYNE: In other words, dealing with this 
particular aspect you contemplate that the regulations 
under and pursuant to Section 11 of the Act would permit 
the taking of capital cost allowances for capital costs 
even in respect of such costs which did not give rise 
to property in the hands of the taxpayer. Would you 
do this through a special class? I ama little 
uncertain as to how the mechanics of such a scheme might 
be worked out, 

MR, EDWARDS: I am not sure whether we 
actually discussed this particular item as to how it 
would be dealt with. One of the problems in connection 
With it is that if the taxpaye. does not own it and 
has no leasehold rights with respect to the property, 


then perhaps it should be an expense, because he could 
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be kicked out of the arena the next day presumably. If 
he had any continuing right to use it in the arena, 
presumably it should be depreciable over the period in 
which he has that right; but if he pays for the gondola 
and it immediately becomes the property of the arena 
and the taxpayer was expelled from the erena the next 
day, then perhaps it should be deductible. 

MR, COYNE: I suppose the way in which it 
would be treated in the accounts of the arena might well 
be dependent upon the circumstances to which you refer, 

MR. EDWARDS: Yes. 

MR, COYNE: Take the case, which is No, 6 
on the list, without dealing with it in detail, where 
you refer to travelling expenses of a taxpayer and 
his employee incurred on a trip made to acquire 
knowledge of a particular technique, Presumably the 
knowledge of a particular technique would be a capital 
asset, and also, I should have thought, one which would 
not diminish or depreciate in value or utility through 
use or the passage of time, How would an expenditure 
of that kind fit into your scheme of things? 

MR, EDWARDS: Well, I would: think that 
certainly there may be many current expenses which 
technically do not diminish in value or utility through 
use or passage of time. But I think our feé@ling is 
that it would be a current expense and is incurred 
during the course of the taxpayer's business. Of 
course, education costs are ordinarily not deductible, 
but I think in the case of a person in business who 


takes a special course relating to that business, which 


c 


- 
. 
7 


on ‘ie boat esas ane 
he 


ab Det reg Ae. Yeve etd Abowng ahi af ie a 


\ iW, man ai a 


zy r > a bts Wed) 


LO ROs sya: 2) @taeq en re) Ped) t0F i Bs ai wit a ad a 


= ' 
a Tei I Ny Bead aq eta beet toe nia 


— 


Tek utd myers sia. eget Of fagae aw i he vcs) Dnt | 


 eidivtavuis® 30 Altoona oF eceut pad. aorta: ge ; 
Ln ul ‘a 


+) dotaw et yaw wo seoqque | 4 SYOO: .70t +), ae 


oD -_ 
i : : , 
| ui 
{ i , 3 P oil? ie 5 Pris aL: arts ot bez seed mel blvew te 
} 
J : = Ss 
cee oa one Hetiih o nonnpenuerts sat degy taabceqed sd” aM 
: i 
) om 


4 
» AWS. AM me / 


—" es bathe om wit oat. @BB¥OOD AM 


y 


pt eae bal 


es iy gatiovht syoriiw , wart erit ne: 
an ht Levart oF “eter OOe \ 

| | 5 
0) | it «a oo Aeatuent sayoiqne. ais 


7 vet by givehd4kg. & to enbelroml oe 


“a 64 Gtstyn ohoclge? tituoltraq & Te spbelwods 


é 7 ry M 1 Le . 7 iit ale + bP ee. te 4) (pene ib 4 ow is rin ,voane 


dntgomesd wo uedbeteth sor Oe 


~~ 


Sy? hh oqx ul trever | me ,sut® fo @esbeng etd) to aay | 
dudom whey otak Lt baty dads te 

io skeet at flaw 1 AWAWGE 2M 

dots aterogxe Tae WAG Yas wid ‘on. oxaeia qLatarene, 1 

domed 9 yititig vo uphay ‘wh MeLiimle, ton ob us tnozanioa? 


; 
7 


af anif{eo) we Nabe < Oe =. woke TO sgseeng,, 16 sea 
Hagsiont Atohhs skaoqxs Po: we « 9d Blu uh. vais 
he mboatnud a teyoqxed oft Yo seaitos arts estat | 


, *kdtverhedD ton ylisanrDte ome atene aolvaenbs 28d : 
ome va sthapd ab omI AG, « erent ee ie 
a a 
es D4 cee 
dotin, upanitains decid no gabenten sorwoe tageeqe: 
Pa ee) J, ae sir 
Hie dh cy SoM rele Se laa) 


'' 


ANGUS, STONEHOUSE & CO. LTD. 7607 
TORONTO, ONTARIO 


knowledge might be obsolete within a year -- it may do 
him some good for many years even though it is obsolete 
Within a year -- should be deductible as a current 
expense, 

MR. COYNE: I suppose that the short answer 
to that is that it depends on the particular 
circumstances surrounding the nature of the learning 
and the circumstances in which it was acquired as to 
whether you regarded it as capital or current. 

MR, LEMAY: Much of that learning could be 
treated in the same way as research, which is done by 
companies and which are current expenses, At the same 
time it is improving the earning capacity of the 
company by creating new assets, if you consider that 
learning as an asset, 

MR, EATON: There is the difficult problem, 
as you know, Mr. Coyne, of where to draw the line 
under our present jurisprudence between payment of a 
capital expense and a non-capital expense in such 
tests as enduring benefit to the trade, and so on. 
This is not too clearly defined in my view. It seems 
to me that we have the same problem here, 

COMMISSIONER PERRY: It sounds as though 
you are giving a rehearsal of some of the jurisprudence, 


(Ou run into the same sort of issue as what is an 


Adur ing benefit. 

MR, EATON: Exactly. There can be, for 
example, the lawyer's refresher course to bring him 
up-to-date with what he should know anyway, which I 


tiink is a current expense, compared with a friend 
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of mine who went down to the United States to learn 
& new way to brew beer, and every since then has been 
brewing beer in the new way. That might be a little 
more enduring. 

MR, THOM: We are concerned largely with 
the inconsistency of the statute. If you have a 
leasehold business you can capitalize and depreciate 
your improvements. In the mining and the oil business 
you write-off your capital expenses as pre-production 
expenses right away. That is the way that their 
expenses have constantly increased. If you have the 
power in a particular industry you do not deduct 
expenses, There is no order, rhyme or reason to the 
deductibility of capital expenditure, All we have is 
the general principle that a mode should be found 
within the alternative methods, except for things 
like land which might always have a good will which 
is the present value of future income, If you deduct 
that then you play havoe with the taxing end of it. 
We do not see any inconsistency in the refusal of the 
allowance of expenses, 

MR. COYNE: You are really couching your 
reeommendations in general. Perhaps that is not quite 
accurate, You have seme quite specific recommendations, 
but you are only dealing with the general aspects of 
the problem, 

MR, THOM: My friend Mr, Goodman has just 
reminded me of a case concerning a plant which had a 
power line connected to it, and they put in a special 


Section into the Act. That is a pretty poor way of 
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doing it. You would have hundreds of special sections 
put into the Act to meet special cases, but that 
particular industry had enough influence to be able to 
have a special section to look after itself. It is 
most inconsistent with the general scheme of the Act 
as it now stands, 

MR, EDWARDS: If you are a purist you might 
Say that advertising expenses which are incurred to 
build up en image for a product is to acquire an 
enduring benefit; but normally advertising expenses are 
deductible. What we are really saying, I think, is 
that these are some guide lines as to how the lines 
might be drawn between deductible and depreciable 
expenses, But our main thesis is that every bona 
fide business expense should be either deductible or 
depreciable, and exactly where the line between those 
two categories is drawn is a matter which would 
obviously have to be worked out in some detail. 

MR. COYNE: But the nothings should be 
eliminated, 

MR. EDWARDS: Yes. 

COMMISSIONER PERRY: Except for some nothings 
like land and goodwill. 

MR, COYNE: Yes. 

COMMISSIONER GRANT: Why would a farmer, 
Say, spend money to reclaim land or to take bush off 
&@ plece of his land so that he ean BULLE rinets 
production? It certainly seems to me that that is an 
expenditure made to earn income. I Suppose it goes 


into the value of the land and eventually he will recapture 


Di, 


ak sy 
ee eC prne inenes 


re ‘ pis 7 —. oii iy ie ugh 


a Paw by ta ' 
biiotk nis Ce em eae 


1 Ge A ee Ds it ee 


ate we ait» one nee 3 sna ae ae 
i) oe betting: 068 ad yaretarorb nude te “8 


de tes item oa at souboti. 4 102 agin ne qi privet | @ 


7 
i. vi avery a yRS autnisaerds ‘cht saad Qerioand aeitbas % 
| 
\ 
| 
| 
) 
4 


phe SAAS cankyes othee® sae yan tan Lotdbrousb Vil 


“eéntt wid not et as aouans, vtug bride wrt on geld gad? 

aidarovagqed bu vigyaonbed peomtnd Wath od oiaba 

sood eure gant et’ wie wits, ahem avo iu BOeMIgGze | i tee 7 
ny Slay cubes taut LS ad peuone nye neearoud obi | 
suet neswted vats arif — eid ones: hire cokdnben tne | 

bigwew, toion abddew, « of nweth at sstnogetne oF | 

“[ENsWe snow mt Sie Dewtow ad oF aved vlawotves me 

af Gtuade epgatdzon wit) tw, cBHYOO at ; bs 

| 7 i - —< ‘pesearehin ' 

| 89% 1 SORAWGH AM : 

aititog coad tet, — + YAR aL ESI MMOD ‘ 

| LibMboog, Druebask) oolhl ‘ 

| | ey pRAYOO aM na af 


Meet o' Divow iN: .MARD MBOLSELMMOS >» ‘a 


io HeHd snd oF to bent wkelont of YInom RAkGe ye 


ae nt oe sug wae Sa mordion Pnet etd to soetg a 


me oh TMT Dent) se Oe aad cintnorse I Troe qu bees 


" 


nHo8 wf weoqnR I | Lanna rie 8: a3. shea. sume buegEe ; ‘ 


wee Soe aaa en. elie Dna bast oft Io swtar ons oont 


| | a 


av? 


ANGUS, STONEHOUSE & CO. LTD. 7610 
TORONTO, ONTARIO 


it on the sale of the land. But he may never do that, 

MR. EDWARDS: it is an expenditure which should 
be allowed, 

MR, THOM: Yes, it certainly should. 

MR, COYNE: Does that not suggest that among 
the out-dated concepts you refer to here is the legal 
concept of land per se? It might be suggested that 
there is nothing more out-dated than the word "lang" 
in its legal meaning as incorporating all types of 
interests in land, and inprovements in land, such as 
Mr. Grant suggested. I mean all types of easements, 
incorporeal heraditaments and the like. Le “LO iLike yy 
that there might be some scope for more clearly 
defining what we really mean when we use the word 
"land", eliminating other types of interest in land 
which are really related to Quite different assets or 
forms of expenditure? AN 

MR. EDWARDS: For example, landscaping does 
not really create any permanent improvement in the 
value of the land, but it certainly, under present 
cases, has been disallowed on that ground. 

MR, COYNE: Or the easement which a pipeline 
company needs in order to lay pipe und@r a farmer's 
land. That has no value. iy 

MR, THOM: Timer limits raise the value of 
land in some cases quite a bit, and the regulations 
regarding timber limits are quite peculiar in that 
regard. 

MR, COYNE: I think that is azt% I have on 


that section, Mr. Chairman, 
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COMMISSIONER PERRY: This point has been 
raised a good many times before when this proposition 
has been put. We were wondering how you expect a 
corporation or business ever to be able to claim that 
a capital receipt is exempt from tax and all capital 
expenditures are to be allowed. 

MR. GOODMAN: Surely the answer to that is 
that if a company buys a machine, and after using it 
for a period of time sells it in excess of its 
costs, 1t makes a capital gain to the extent of excess 
over cost. Nevertheless, if they use the machine in 
process of production it is entitled to claim capital 
cost allowances against the cost of the machine. These 
two things are not inconsistent. 

MR, EDWARDS: It seems to me, Mr. Perry, that 
the converse of a capital gain is a capital loss 
rather than a capital expenditure, In other words, the 
word "capital" leads to some confusion. The nature of 
the type of expense which has been disallowed on the 
ground that it is a capital expenditure is a different 
sort of thing that the capital gain realized on the 
Sale of a piece of property. I think we certainly do 
not dispute the point that capital losses on the 
realization of property should be disallowed. But 
that is the converse of a capital gain, it seems to us. 

COMMISSIONER PERRY: That is a well reasoned 
answer, 

MR, THOM: Is it not also the case where 
expenditure has been written off by capital cost 


allowances it is brought back into income in the 
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1 disposition of property? To the extent that you sell 
2 your property for more than its original cost one 

3 could write that off to the depreciation in the 

4 dollar. or various other economic aspects, which could 
5 not be taxed on broad principles at all. 

6 COMMISSIONER PERRY: Yes. If you were 

7 willing to push the capital cost recovery system to 

8 its extreme, you could even allow a deduction for 

9 land on the assumption that you would bring the proceeds 
10 back into the tax picture. 

11 MR. THOM: You can push it more than that. 

12 In connection with oil rights you can at least deduct 
13 the cost of the oil rights under capital cost; but 

14 you have to bring in all the disposition value of the 
15 costs which were not deductible when you incurred them. 
16 COMMISSIONER PERRY: You do not put it as 

17 Strongly ad did the oil industry! 

18 THE CHAIRMAN: You can have a case for 


19 the protection of goodwill also which, under 


20 accounting theory, is a fair charge over a period of 
21 time. It is not expected to last forever. Many 

22 accountants would write it off. 

23 MR. THOM: I said that we would leave 

24 Questions like that to an accountant! 

25 MR. COYNE: In the next section on averaging 
26 of income you recommend really a. blanket option 

27 available to all individual taxpayers to average their 
28 income according to the block system. I would simply 
49 ask you whether you might not be concerned that this 
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example, you have the problem of new income earners, 
persons entering the income earning class for the 


first time, 
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MR, COYNE: You have the problems of 
retiring from active employment and thereby 
suffering a sharp reduction in income, people 
taking sabbatical years, for one reason and another, 
It has sometimes been Suggested to us that any 
general averaging scheme to avoid these types 
of abuse shoudd at least be subject to limitations, 
One suggestion, for example, was that averaging 
Should only be permitted if there was a 100 per 
cent variation in income between the lowest year 
of the block and the Kighest year, A somewhat 
Similar situation in the United States was that 
the variation should be 33 1/3 per cent. 

When: putting forward this recommendation, 
did you give any thought to the possible difficulties 
which it might give rise to in practice, perhaps 
along these lines? 

MR. GOODMAN: Mr. Coyne, we did give 
some thought to that. The proposals which you 
Suggest for avoiding the abuses by providing 
limitations on a percentage rule do not attack 
the problem of which you have spoken, The person 
who, having been a student for a number of years, 
hinders the field of income earning is in a position 
to exercise his right of averaging in the first 
few years to his advantage, because he earned no 
income at all in the first years, Similarly, when 
he leaves his active employment on retirement for 
a few years, he has a similar advantage, It is 
difficult to define the entrance to the income 


earning period and the exit from the income earning 
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period in such a way as to provide restrictions 
of a meaningful nature for this averaging process, 
Our feeling was that we were quite content to 
leave it on an optional bite averaging basis with 
the idea that people should be generally taxed 

on their income in much the same manner as though 
they received it fairly evenly over a period of 
years, and leave it go at that, 

MR. COYNE: You have no ideas as to 
how this might affect the revenue in terms of 
revenue losses? 

MR. GOODMAN: The only study that was 
made of this in Canada was by Professor Willis 
some years ago, His thought was that the primary 
difficulty with the present System, which does 
not permit averaging, is that people in the lowest 
income groups may lose the benefit of all their 
personal exemptions. This is referred to in 
the brief, and apparently this is the most sig- 
nificant tax loss from the taxpayer's point of view. 
If an averaging system were enacted, it would seem 
that this is where the relief would be given 
primarily, although the most Spectacular forms 
of relief are given to people who, having earned 
a few thousand dollars a year for a number of years 
suddenly earn $50,000 or $100,000, In fact, the 
vast majority of persons who benefit would be 
the people who fluctuate around their exemption 
level. 

MR. COYNE: Does the problem not only 
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problem at all, in the case of these windfall 
incomes, as compared with a very modest level of 
income generally? 

MR. GOODMAN: Not necessarily. After 
all, what is acute to ourselves may not be,acute 
to someone else, and certainly in the examples 
that are given at the bottom of page 50 an 
individual with personal deductions of 3, 900 
who earns $1,500, $3,000 and $15,000 in prea 
successive years has to pay $330 in tax, which 
is $110 per year, Had he received the same 
income equally over that period of time, he 
would pay $28 a year. The difference in those 
figures is not large in dollar: terms, perhaps 
to you and me, but it is very large to a person 
who is in that tax bracket. 

COMMISSIONER PERRY: What are we trying 
to alleviate here? It seems to me this is the 
normal pattern of income growth, Is it the normal 
pattern we are trying to tax less severely or to 
give some alleviation in unusual cases? 

MR. GOODMAN: Let usxeex@e and say 
it is $15,000, $3,000 and $1,500. 

COMMISSIONER PERRY: It is a little 
steeper than most, but certainly what a lot of 
people expect to see and do see, 

THE CHAIRMAN: I think Mr. Goodman, the 
fact that it is growth and not shrinkage is purely 
accidental. 

MR. GOODMAN: If the order is reversed, 
it would be a shrinkage, 

COMMISSIONER PERRY: The kind of measure 
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you envisage would be available to all people with 
a normal pattern of income growth? 

MR. GOODMAN: That is right. 

COMMISSIONER PERRY: And this is all 
right with you? 

MR. GOODMAN: I think so, 

COMMISSIONER PERRY: It would keep the 
administration very busy. It would not give 
much time for anything else, 

MR. GOODMAN: It could be provided along 
the lines Mr. Coyne suggested, that :° is some 
percentage figure, that your tax must exceed by 
Some percentage what it might otherwise be. It 
might be 110 per cent, as Professor Willis 
Suggested, or it might be 133 1/3 per cent as 
in the American system. Surely some benefit 
should be given to a person who, because — he 
earns a fluctuating income, pays substantially 
more tax than he would had he earned the same 
income over a period of time, 

THE CHAIRMAN: I think we would all 
agree that something along the lines of averaging 
might be broadened from the present restricted 
application, I suppose whatever is done, from 
wht I read in the paper, the computer will have 
indigestion anyhow. 

MR. EDWARDS: Mr, Chairman, it must 
provide, for example, that in the first year and 
last year as the averaging period there must 
be same taxable income, That might be one restriction, 
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There is one point we did discuss. 

To avoid an undue number of averagings from an 
administrative standpoint, there must be some 
percentage saving of so much before the right to 
elect should arise. But it seemed to us generally 
that the cases which Mr. Coyne described as abuses 
were deserving cases. 

THE CHAIRMAN: How much more time can 
you give us? 

MR. HULBIG: Some of us have to leave 
at ten after five, but the rest of us can stay . 
after that. 

THE CHAIRMAN: The main job will be done 
when we get to page 56, and then there may be very 
little to ask after that. 

MR, COYNE: I think we could probably 
quite readily stop at five without doing injustice, 
on the basis that I think a good deal of the 
latter part contains specific recommendations 
in some mattersof detail which are quite clear, 

VE I only have one general 
question on this next section dealing with what 
you call the cumulative taxation of income. 

As far as non-arm's length transactions 
dealt with in section 17 are concerned, and 
benefits to shareholders, dealt with in section 8, 
my question is simply why should they not be 
cumulative? What is the objection? Is it not 
really the intention of these sections to be 
cumulative in the sense that they are intended 
to deter taxpayers from doing something which, 


under the terms of the section, have tax consequences 
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MR. GOODMAN: The answer to that, Mr, 
Coyne, is that there is a sufficient punishment 
when one is reassessed for tax plus additional 
interest, Punishment beyond that is hardly 
required, particularly with the laws which are 
clear, or the facts may be capable of determination 
by reasonable people in different manners. 

MR. COYNE: Might I just interrupt in 
this sense, Mr. Goodman, I put it to you that 
it is not a matter so much of punishment as 
deterrence, In other words, these sections of the 
Income Tax Acb are actually designed to deter 
the sort of things arising with which the sections 
deal. They put people on notice, in effect, 
that these are types of transactions which are 
disapproved, 

MR, GOODMAN: Let me give you an 
example, Mr. Coyne. If a shareholder sells to 
his company some property which it is subsequently 
discovered was sold at an overvaluation, a benefit 
is considered as having been conferred upon htm 
by the company and this benefit, according to 
the Department of National Revenue, is taxable as 
income in his hands and ismt increased as a 
dividend. This may arise as a result of bona 
fide disagreement as to what is the true value of 
the property. 

The idea of deterring him from a 
transaction which may be a perfectly appropriate 
business transaction by a cpuAitive section like 
this appears to me to be incorrect, All that 


is required, surely, is that the sum in question 
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be regarded as income in his hands, and dividend 
income in his hands, if it is not repaid. The 
practice of the Department of Revenue very frequently 
is to that effect, but the law is not, 

MR, COYNE: Would you go further and 
say any provisions havéng this deterrent effect 
or punitive effect have no place in the Income 
Tax Act? 

MR. GOODMAN: That is a very broad 
statement, and I do not know whether I could 
subscribe to it. 

MR. COYNE: In any event, as far as 
the particular items referred to are concerned, 
you take that view for the reasons indicated? 

MR, GOODMAN: Yes, 

MR, EDWARDS: These sections are like 
a shot gun, They hit a much larger area than 
the abusés’ they were originally aimed at, and 
we deal with some of these same sections in our 
submission on corporate reorganization. Some 
of these sections put very serthous obstacles in 
the way of normal business transactions, 

MR, THOM: They also assume a degree of 
sophistication which many, many taxpayers do not 
possess. Many kinds of things are done which 
fall within the ambit of these sections which 
invite punitive attention which were never 
conceived of as tax evasion, There are occasions 
when punitive action is called for, but then one 
has to rely on what one must call administrative 
discretion not to go after the innocent man, but 


that is a very unsatisfactory act if one is called 
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upon to advise upon it. 

MR. COYNE: I suppose lots of shareholder 
in a company do all sorts of things which the 
textbooks whuld say are elicit activities on 
the part of a corporation, but may be perfectly 
proper in the way of not offending any of the 
people concerned in a small- company situation. 

MR. THOM: Yes, but the point Mr, 
Edwards makes is that when taxpayers do take 
the trouble to be fully advised on a transaction 
they find these punitive efforts and find no way 

of dealing with the transactions because the act 
is not complete. For example, an amount can 
be added but it can be deducted, and so on, 

COMMISSIONER GRANT: I have one question, 
Might I ask if I interpret this correctly that 
in your recommendations you would regard rights 
as a dividend? 

MR. GOODMAN: Stoaek rights conferred 
pro rata on all shareholders? 

COMMISSIONER GRANT: Yes, 

MR, GOODMAN: There is an express 
exemption in respect of triahts to buy additional 
common shares which are preferred pro rata on 
owners of common shares. 

COMMISSIONER GRANT: You say that 
benefits to shareholders under section 8 be 
dealt with as dividends. I take it you mean 
that rights be treated as dividends? 

MR. GOODMAN: To the extent that they 
might be taxable. 
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COMMISSIONER GRANT: They are not 
taxable now. 

MR. EDWARDS: We are not suggesting 
that anything should be taxable that is not 
taxable now. 

COMMISSIONER PERRY: You are not 
conceding anything. 

MR. COYNE: I think I will pass over 
the next section on page 55 and page 56, Mr, 
Chairman, We have then dealt with the corporate 
distributions and we return to page 61 dealing 
with associated corporations, the provisions in 
connection with which the Association suggests 
should be completely revised, 

I suppose one method of avoiding the 
problems of associated corporations would be to 
abandon the two stage rate of corporation income 
tax and simply revert to a Single rate. Has 
the Association given any consideration to that 
particular solution? 

THE CHAIRMAN: It comes under policy. 

MR. COYNE: Perhaps it does. Is 
that the answer? 

MR. HULBIG: That is the answer, yes, 

MR. COYNE: Then I would refer you 
to page 62, where you are dealing with the existing 
section 138 (a) leading up to your recommendation 
on page 63. You say towards the bottom of the 
page: 

"On the other hand, subjective 

tests for association are incorporated 


in section 138 (a)(2). Under section 
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“138 (a) (2) the theory appears to 
be that association of two or more 
corporations result if both of the 


following subjective tests are met ...," 


and you set them forth. You then make your a 
recommendation for changes, 

I inferred from your reference to 
subjective tests on page 62 that you object to 
subjective tests and yet the tests as they 
appear in your recommendation, if they are not 
identical they are certainly every bit as 
subjective as the tests in the present section. 
Would you make any comment on that observation? 

MR, THOM: We object to the judicial 
power being given to the minister. 

MR. COYNE: You object to the ministerial 
discretion, but not the tests? 

MR,THOM: When we come to analyse 
section 138 (a) (2) -- and if we have the time 

Se niene ae so with some Sete’ -- we felt they 
did not really Hit the middle of the target,--and 
we attempt to stat& the same purpose in what we 
think is perhaps better language. 

MR. COYNE: Yes. 
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MR, THOM: We object to judicial power being 
given to the Minister in the terms in which it is. 

MR, COYNE: Rather than the courts. The 
principle purpose and effect of your recommendation is 
to eliminate ministerial discretion and put the 
determination in the hands of the courts, 

MR, THOM: Yes, 

MR. EDWARDS: I think we had in mind 
eliminating the subjective test, We didn't get 
around to framing a word which would do bdhat better 
than the word which was there, 

MR. COYNE: It might be difficult, mr. 
Edwards, to avoid all these circumstances if we are 
looking for a single overall test, 

MR, EDWARDS: Yes. 

MR, HULBIG: Actually, I think we were only 
trying to draw a distinction between the detail rules 
on the one hand and the old provisions and 
Speculative tests on the other, Perhaps we put 
an emotional point in there we did not intend to. 

MR, THOM: The very detailed test of section 
39 as to a more general test such as that enacted in 
138A but without ministerial discretion. 

MR, EDWARDS: It might have been better if 
we had said the effect was such and such rather than 
using the word "purpose", However, we did not do 
that. 

MR. COYNE: It has been put to us that 
although the type of provision which you recommend 


Would be satisfactory in deterring the splitting up of 
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corporations and generally preventing artificial 
proliferation of corporations to take advantage of the 
tax rate, but surely, one intention or one aspect of 
the two stage rate is simply taht a single individual 
or family, regardless of how many businesses he 

owns or how many legitimate business reasons should 
only be entitled to the benefit of the low rate of 
tax on one corporation. Of course, the type of 
provisions that we are talking about would not 
effectuate that intention if there is such an 
intention or should be. Would you have any comments 
to make on that? 

MR. GOODMAN: I would suggest, Mr. Coyne, 
that part of the difficulty is that the present 
legislation as a two stage rate does not distinguish 
between helping small business and helping the small 
businessman. Any wealthy businessman can be involved 
in a large number of small businesses, 

MR. COYNE: Why should he be entitled to 
the low rate of tax on more than one of them merely 
because they are separate businesses? 

MR, THOM: First of all 1t is not him. It is 
the corporations which are entitled to the low rates. 
They are separate persons. If he invests his capital 
in a trading Store and also in an insurance business, 
I think that it does not matter whether Jones runs 
both of them. They are small businesses which are 
contributing to the economy of the country. If the 
Government provides he should enjoy the low rate for 


business activities, I don't think it matters if Jones 
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runs them all. 

THE CHAIRMAN: You think the policy should be 
to allow each business rather than each person. 

MR. THOM: Yes. If Jones had a son and 
divides his trading business into two parts so he and 
his son each get a low rate, he is cutting his son out, 
That is the deterring intent and purpose, 

MR, COYNE: It does not concern you if he 
chooses to operate these different businesses through 
an unincorporated form he pays a vastly different amount 
of taxes, 

MR, THOM: That is his privilege. 

MR, COYNE: I would like to go right through 
now, Mr, Chairman, to a few questions on the Estate Tax 
Act which commences at page 70, 

THE CHAIRMAN: Right. 

MR, COYNE: In fact, turning to page 74 you 
are dealing with the problems that arise out of the 
very broad provision contained in subsection 4B of 
section 3 having to do with life insurance and the 
effect of a partnership. You say on page 74: 

"It is understood that s.3(4b) 

was introduced to cover situations 

such as where a policy on the 

life of the principal shareholder 

employee of a closely held 

corporation is assigned to a 

third person, e.g. his wife, 

Shortly before his death, in order 


to avoid 2 Impact of estate tax 
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on the proceeds. 

The exact area the provision 

was designed to cover is not known. 

It is acknowledged to extend beyond 

whatever ills it was to cure." 

Then your recommendation is that the section 
Simply be repealed and I will put it to you, would it 
not perhaps be preferable that it simply be amended in 
order to avoid these unintended general effects but 
nonetheless to meet the particular situations which 
one judges was originally intended to be covered, 

MR. HULBIG: Perhaps we were swayed by our 
experience with this provision in attempts to amend 
it because attempts have been made or it has been 
under continuous review for some time and not satisfactor 
amendment has passed muster, 

But I agree with you in principle and theory 
it should be amended to cover whatever situations are 
felt to be invidious. 

In asking for its repeal perhaps we were 
Saying that we should take this section away and try 
a Separate and new approach with respect to the particula 
problems that the administration had in mind so I 
would probably be prepared to accept your suggestion. 

MR. COYNE: But there is a drafting problem 
there, 

MR. HULBIG: Yes. 

MR. COYNE: Which has not yet been met 
Satisfactorily in the existing legislation. 


MR. HULBIG: That is right. 
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MR, EATON: This is the sort of thing the 
new legislative review commitee may very well attend to. 

MR, COYNE: Turning then to page 78 in this 
Same section dealing with the Estdte Tax Act, you make 
certain recommendations with regard to section 12-5 
dealing with the four year limitation on assessment. 
Iwas just a little curious because of the fact that 
you did not also make the same recommendation in this 
context at the same time in connection with the 
equivalent provision of the Income Tex Act. I am 
thinking of what we discussed this morning arising at 
page 37 of your brief. I think Mr. Lemay spoke to £0, 
the elimination of the words "misrepresentation or", 

MR, LEMAY: That is right. The fdur year 
limitation period to cases of actual fraud rather 
than including misrepresentation. 

MR, COYNE: Is this perhaps a matter of 
inadvertence or are there facts which distinguish the 
two cases, 

MR, HULBIG: No, it is inadvertente and 
thank you for picking it up. 

MR, COYNE: It is equally as valid to the 
Estate Tax Aet in your view as to the Income Tax Act? 

MR, HULBIG: Yes. 

MR, LEMAY: The word "misrepresentation" 
Should be taken out of the recommendation. 

MR, COYNE: Mr. Chairman, that concludes what 
I was proposing to ask on the Estate Tax Act. 

THE CHAIRMAN: Very good. We have the sales 
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COMMISSIONER GRANT: May I just make one or 
two observations on the Estate Tax Act. 

THE CHAIRMAN: Have you some questions to ask? 

COMMISSIONER GRANT: Yes. Where you 
recommend on page 72 that the date of valuation was to 
be at death or one year after death, at the option of 
the estate, I realize that you have taken one year 
but I suppose you are not married to the year so much 
So you could not say that six months might be a 
compromise, 

MR. HULBIG: It would certainly be of 
assistance, 

COMMISSIONER GRANT: Again on page 74 I think 
that one reason we have not followed the American 
practice is the fact that this would give rise to a 
multiplicity of trusts -- it may not be a valid reason 
at all, but it is given. If you could by amendment to 
the Act then set up sufficient charitable trusts, 
once it was passed as a charitable trust then the 
income from that would be permitted as tax free, but 
there might be some difficulty if this were allowed -- 
xk don't know how they do it in the United States -- 
to this extent: That unless he had approval beforehand 
by a tax ruling in his will then the whole thing might 
fall through. The trust may fall through. Naturally, 
if it were not a valid charitable trust that might 
create a very bad situation with respect to his 
estate, 

MR, HULBIG: It would certainly call for 


Some careful drafting. 
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COMMISSIONER GRANT: Yes, and some very good 
estate planning. 

The only other one was on page 77 in the 
case of the annuity and payment out over a period of 
time, which has been suggested, I believe, to the 
Commission, that there might be an option given to the 
beneficiary whereby the beneficiary could decide thet 
payments would continue over a lifetime, or in the 
event of prior death, payments would cease, The debt 
would be taken as paid. 

Alternatively the option would be that it 
would be on a fixed period of years. That would be 
charged against the pension or against the source for 
which security would have to be the estate, 

MR, HULBIG: There has been a number of 
Suggestions. I think that any method whereby we could 
avoid this tax on capital value immediately exigible 
would lf of assistance in this area. 

MR. COYNE: Just one or two general observations, 
Me. Chairman, on Sales Tax. 

The first subject that you discuss in 
Part VII under sales and excise tax is the lack of 
a statutory basis for wholesale accounts and virtually 
everyone who finds interest in this kind of tax does 
deplore the lack of some statutory basis for the taking 
of wholesale prices. On the other hand we have had 
not much comment of a constructive nature on the 
form in which such statutory basis should take. My 
question would simply be has the committee had an 


opportunity to discuss any details in this regard which 
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may be helpful to us. 

MR. GOODMAN: On page 81 appears our 
recommendation in this regard, If the present basis 
of sales and excise tax is to be retained, statutory 
definitions are given for the wholesale prices, 

MR, COYNE: Oh yes, I beg your pardon. In 
other words you are proposing a Specific definition 
as set forth on page 81 if we have to maintain the presen 
basis of sales tax. Did you give any consideration to 
the possibility of shifting or alternating the present 
manufacturers sales tax to some other level, say 
either the wholesale or retail level, 

MR. EATON: We did. We decided it was a 
matter of policy. 

MR. GOODMAN: The Association has not 
expressed a& view on it. 

THE CHAIRMAN: I am very pleased to find the 
Sales Tax Committee report came out as well as it 
appears to have done with you. 

MR, EATON: I think, Mr. Chairman, one 
explanation for the brevity of this section of our 
brief is we have not indicated or attempted to indicate 
we are encouraged a good deal by the results of the 
Sales Tax Committee report, 

MR. GOODMAN: It should be noted we differ 
from the Sales Tax Committee as set out on page 81. 

MR. COYNE: Yes, I observed that, but the 
Whole basis is not very far different. 

MR. GOODMAN: No. 


MR, COYNE: The Sales Tax Committee puts it 
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pretty much on the lines that you propose here, 

MR. EATON: It is pretty close. 

MR. COYNE: There are some other points of 
interest but I was not proposing to ask any further 
questions. 

THE CHAIRMAN: I think we can get along without 
comment on ce We understand the views that have 
been put before us and I am inclined to the view we 
aye got a pretty good understanding of the Submission. 

I am personally delighted that you have 
refused to get yourself involved in matters of policy. 
We have had plenty on that. We have not had enough 
on this subject. I am very pleased indeed that you 
have brought us in some of the details of the Act and 
discussed the form of the Act, just how it should be 
legislated and so on. I think this has been a 
tremendously valuable day for us. I am extremely 
grateful to you and I think that there could be no 
more fitting manner than in which to Spend a Saturday 
afternoon on your 50th anniversary. Thank you ever 
So much, gentlemen. 

MR, MERRIAM: Mr. Chairman, before we adjourn 
may I, on behalf of the Association, thank you and the 
members of your Commission for the reception which we 
have accorded to us today. It has been a great 
pleasure for us to appear. We hope the discussion may 
be of some value to you. Thank you very much, indeed. 

THE CHAIRMAN: Mr, Secretary, have you 
anything you want to say.? 


THE SECRETARY: That is all. 
THE CHAIRMAN: Stand over until 9:30 am Monday. 
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Ottawa, Ontario, 
Mond-y, 
January 13th, 1964. 
---On commencing at 9:30 a.m, 
THE CHAIRMAN: Mr. Seeretary, are we 211 here? 
THE SECRETARY: Yes, Mr. Chairman. 
THE CHAIRMAN: It is practically 9:30. I 
think we might commence, 
THE SECRETARY: Mr. Chairman, and Commissioners, 
The brief before you today is being presented by The 
Investment Dealers! Association of Canada. Me. Lawson 
Glasgow, President of the Association, is here this 
morning with a number of his coileagues who he will 


introduce to you, Mr. Glasgow has a short statement 


to make, 
SUBMISSION OF THE INVESTMENT DEALERS! 
ASSOCIATION .OF CANADA. 


APPSARANCES: Mr. F.L. Giasgow 
Mr. W.M. Reay 
Mr. D.S. Beatty 
Pes kes Jaffray 
Mr? Gassard 


I should first of ali like to enter this 
brief into the record as Exhibit 302. 
~--EXHIBIT NO. 302: Brief of The Investment 
Dealers! Association of 
Canada. 
THE CHAIRMAN: Thank you, Mr. Secretary. 
Good morning, Mr. Glasgow and gentlemen, We are glad 
indeed to see you here. We have read your submission, 
I might say, with a great deal of interest, and I think 


it is going to be very useful to us. We will have a 
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few questions to put to you, but there is no need to 
read the brief again. 

Today we have asked our counsel, Mr. Stewart, 
to lead the questioning. We do not always do that, so 
you can take it as a compliment or otherwise. 

Before proceeding to our questioning would you 
like to say anything to us? 

MR. GLASGOW: Yes, Mr. Chairman. I should 
like to make one or two remarks if I may. 

First of all, Mr. Chairman and gentiemen, I 
should like to thank you for the opportunity of appearing 
before this Royal Commission on Taxation. May I present 
our delegation. On my right is Mr. D.S. Beatty, of 
Burns Bros. and Denton, who is the immediate Past 
President of the Investment Dealers' Association. To 
my far right Mr. William Reay, who chaired the committee 
which prepared this part of our brief, of Nesbitt, 
Thompson and Company of Montreal. On my left Mr. 

Peter Jaffray, of Dominion Secyrities. On my far 
left is Mr. Harry Gassard, of Toronto, who is the 
managing director of our Association. 

In composing our submission we decided that 
it was preferable to have it prepared by members of 
the Association rather than to employ the services of 
2 professional consultant. While our members may not 
be experts on taxation theory, they do operate from a 
good working knowledge of the Income Tax Act, and it 
was therefore concluded that our brief would be 
confined to specific areas where the specialized 


knowledge and experience of members could be drawn upon 
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to offer constructive suggestions to the Commission. 

Actually the material within the green covers 
represents only part of our presentation. The other 
part still to be submitted relates to the supplementery 
Questions which were posed by the Commission arising 
out of the federal budget which was introduced last 
June. This material will deal with two areas of 
interest to the Commission: namely, the role of foreign 
capitel, and the overall structure of income tax 
and the implications thereof. Our work is well 
advanced on these two sections, and will be in your 
hands with all possible dispatch, 

However, when we became involved in the 
factors affecting the composition of foreign investment 
in Canada, factors affecting investment in equities 
by Canadians, the impact of taxation on the investment 
process and investor confidence and the implications of 
a capital gains tax, we found ourselves drawn 
inevitably into a broader consideration of the tax 
structure. 

If I may, Mr. Chairman, I should like to 
emphasize one point. Our major recommendation in this 
brief cis s 

"That the inadequacies of 

the Income Tax Act be recognized 

and faced up to, and bold measures 

be taken to Fid the Act of its 

many ambiguities and conflicts, 

even to the point of completely 


re-writing the present statute 
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and presenting a new measure 

dedicated to the concepts of 

Simplicity and understandability, 

and ettuned to the present 

economy", 

The more we worked on the second part of our 
brief, the more firmly convinced we became that to 
maximize saving and investment and to broaden our 
capital market to increase ownership of equities, to 
accelerate economic growth, and to achieve a massive 
expansion in employment, that the solution will be 
found not in overhauling our present tax structure but 
in developing a bold new concept and deciding on 2 
new structure, 

The present Income Tax Act is indescribably 
complex. Meny of its influences tend to conflict with 
each other and to nullify the end resuit, to say 
nothing of the confusion it causes to business men 
and companies when theydelve into it and 2ttempt to 
follow it through in its actions and reactions. One 
has only to seek guidance from a tax specialist and 
see him work through the Act to see thet an amendment 
affects another amendment which affects another 
amendment to see that it is rather a frightful patch- 
work, if I may say so. 

As well Canada has less favourable climatic 
conditions. It has a smaller domestic market and a 
Smaller pool of savings than many other countries, 
especially the United States, Therefore, it is 


essential that we create a comparative advantage for 
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business enterprise and economic opportunity, both of 
which are powerfully affected by tax considerations so 
that our capital and our trained and talented people 
Will stay in Canada, and so that we may attract capital 
and train people from other countries. 

In the next section of our brief, which we hope 
to send along to you shortly, we will outline our 
thoughts on how this comparative advantage may be 
gained through simplification of the tax structure, 
through drastically lower corporation and personal 
income taxes, through the elimination of double 
taxation, and through replacement of lost revenue through 
indirect taxes, 

Now, Mr. Chairman, I should like to hand over 
to Mr. Reay, who will deal with any questions which the 
Commissioners may have to ask on the first part of the 
brief which has been submitted, and thank you again for 
allowing us to come here. 

THE CHAIRMAN: Thank you so much, Mr. Glasgow. 
Before we go onto that, what you say in the second part 
of your brief when dealing with the questions put to 
you by ourselves is a very far ranging submission, I 
take it. It must contain a great many recommendations. 
We shall certainly have an extreme interest in it. I 
regret that I do not think it can be the subject of 
the public hearing, but we may be able to find ways 
and means of coming together to discuss it, if that is 
desirable, 

MR, GLASGOW: That was not the thought, Mr. 


Chairman. It was simply to supplement our brief this 
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morning with this additional information. 

THE CHAIRMAN: Thank you, Mr. Glasgow. Now, 
Mr. Stewart, will you proceed? 

MR, STEWART: Thank you, Mr. Chairman, 
Gentlemen, I think thet in my questioning I should like 
to start with the specific recommendations you have made 
in this brief, and then perhaps come back at the end 
to the general recommendation which has already been 
mentioned. I would propose to take the specific 
recommendations in order, and therefore to start with 
Section A, 

In that suggestion you suggest that there 
Should be a means of differentiating for tax purposes 
between long term investments, on the one hand, and 
Securities purchased for trading purposes on the other 
as far as investment dealers are concerned. Can you 
tell us whether in practice the Department has not 
been prepared to recognize such a distinction? 

MR, REAY: Investment dealer firms are all 
privately owned, and in many ways they do not discuss 
their problems one with another. Therefore, I am not 
familiar with the results of diseussions between the 
Taxation Division and other firms. I know that in 
principle it is very difficult to establish because 
there are no clear cut rules to govern. I think it is 
pretty well taken for granted that an investment 
dealer operates from a trading inventory, and the 
presumption seems to be that any profits or losses are 
the result of trading. The onus of proof is on the 


investment dealer, which is very difficult for him in 
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MR, STEWART: I take it that you would 
concede that to the extent that you have an inventory 
which has been acquired for trading purposes profits or 
losses should be brought into the income account? 

Mi» REAY+ » -Yes;,. 612, certainly. 

MR. STEWART: Does the Department in fact 
permit investment dealers to establish investment 
accounts? By "investment accounts", by that expression, 
I mean accounts into which they carry securities which 
they hold or wish to hold, not as inventory but for 
investment purposes, 

MR. REAY: The only ones to my knowledge 
are rather clear cut cases of subsidiary companies, 
wholly owned subsidiary companies of one kind or 
another, which are at one end of the scale and the 
trading inventory at the other. The problems seem to 
arise in the area in between. 

MR. STEWART: Then in paragraph 3 in Section A 
you suggest that an investment dealer should be 
permitted to allocate particular securities to an 
investment account, or to attribute investment status 
to them. You suggest that there might be some time 
€lement involved, Have you any more specific rules 
to suggest than are set out in paragraph three for this 
demareation between trading securities and investment 
securities? 

MR. REAY: No, I do not believe so, I think 
that some rules along that line would give investment 


dealers the conerete base on which to establish the 
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status of the security. In one case, a recent case 
which comes to my mind, a firm acquired a block of 
securities through an underwriting, and in fact held 
them over a fairly long time and subsequently sold them. 
This was treated as a trading profit, presumably because 
of the manner in which the securities were acquired. 

So the time factor was not considered at all: nor was 
the investment dealer then able to elect a status. 

It was automatic. Having acquired the securities in 
this manner, when they were sold the profit was 

taxable, 

MR, STEWART: Where 2 particular house has 
been engaged in an underwriting you think it should be 
possible to take some of the securities involved and 
set them aside for investment purposes? 

MR, REAY: If that is the intention of the 
dealer, to hold them for investment, yes. 

MR, STEWART: Leaving that type of security 
aside -- that is, the type in which a firm has acted 
as an underwriter -- let us suppose that a particular 
firm purchases a block of shares of a particular listed 
company on the market and holds them or takes whatever 
Steps you think are appropriate to indicate that it 
regards these shares as an investment rather than as 
part of its inventory. What sort of minimum period 
would you have in mind as requisite to establish 
conelusively some investment status? Are you thinking 
im terms of six months ior a year, or some period of 
that sort? 


MR, REAY: Generally speaking I would think 
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a somewhet longer period, 

THE CHAIRMAN: The U.K. rule is six months, 
I think. 

MR, REAY: I think a longer period, one year, 
three years, something of that nature. Certainly 
securities purchased for inventory are normally taken 
over at a much faster rate. Then if the market has 
a@ecilined end the dealer does not wish to suffer a loss, 
he just ne Lae onto his inventory hoping for an upturn 
in the market. Generally speaking, inventories turn 
over quite rapidly. 

MR. STEWART: Mr. Chairman, I do not think I 
have any other questions on Section A. 

THE CHAIRMAN: I should like to understand 
this a little more clearly. I should like to know 
whether or not these gentlemen would be pleased if a 
rule were inserted in the Act or-in the regulations, 
or indeed if a rule were brought into play, to the 
effect that a distinction between capital and income 
in transactions affecting securities should be made, I 
imagine on a time basis. If that were put on a most 
generous time basis, would it be satisfactory? We 
have had other recommendations to the effect that 
anything on 2 time basis would be unsatisfactory and 
the rules would be better as they stand now. We have 
also had representations to the effect that even now a 
rule might not be unfair-in a great number of instances, 
as any such time rule would bound to be. But it would 
provide certainly the benefit of certainty if such 


unfairness where it arose could be accepted. Would you 
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have anything to say as to whether you believe that 
the time rule would be better than the present 
uncertainty? 

MA ReAY: 1 belteve the time rule, along with 
the ability to elect the status --- 

THE CHAIRMAN: I am sorry, I do not follow whet 

you' say about the ability to elect the status. This 
rather sounds like a subjective test, and I do not see 
how it can be a subjective test for taxation purposes. 

MR, REAY: The intention of our recommendation 
was that the investment dealer would elect the status 
of a block of securities at or about the time of 
purchase; that he would in effect say: "I am buying 
these for investment purposes", Then if he held them 
for a requisite period of time they would be so 
eclassed, win:sor lose, 

THE CHAIRMAN: If he sold them before that 
time they would taxed as ordinary income, I presume? 

MB. REAY.< Yea’. 

COMMISSIONER PERRY: What confuses me is 
that you give the right to elect the status as an 
alternative to the time period. Then you go on to say: 
"or a combination of both of these", I am just 
wondering how the election would work if it were the 
only provision? 

MR. REAY: I think the purpose of wording it 
in this way is to leave the matter more open to your 
judgment as to one or the other, or both, 

THE CHAIRMAN: I do not think Mr. Perry and I 


followed the first alternative as to what it means. 
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COMMISSIONER PERRY: I have no idea at all 
what it means, quite frankly. 

THE CHAIRMAN: If one can make the election 
and be taxed according to that election, it is obvious 
what the election will be. Obviously there must be 
some minimum time period. 

MR, REAY: Yes, I think some minimum time 
period sheuld be tied to 10), Or. fecurse, electing at 
the time of purchase, the dealer does not know then 
whether or not he is going to be able to sell the 
securities at a profit or a loss. 

THE CHAIRMAN: If I were a dealer and had the 
right to elect, I would not have an awful lot of 
difficulty making my election. I would elect in such 
a way as to minimize the amount of taxes. One is 
entitled to do that; that is the law. But surely the 
rules have to be such, I think, to apply equally to 
all, or as close as one can come to that. Therefore, 
I should have thought that either we go with what we 
have now, which you do not like because it is ambiguous 
and hard to interpret, and there are many things the 
matter with it, or else you have something which would 
be unfair to a great many at certain times, but which 
is understandable. But I do not think you can have 
both, The American rules are arbitrary, and certainly 
a lot of people do not like them because they are 
arbitrary, but for the most part I think they are 
generous. There is a time limit, and you do know what 
the time is and what you have let yourself in for. 


Certainly there is a good deal in having a tax on 
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Speculation because then at least one has some idea 
of what he is doing. The other day in England we 
asked some accountants making up tax returns whether 
they had seen any profit statements. They said no, 
but they had seen several losses. There is a period 
of six months delay for these things, but they will 
catch up with them, I would think. I do not think 
there is any easy way through this. 

MR, GLASGOW: I think it is essential that 
there must be a time area. Mr. Jaffray has one or 
two thoughts in connection with a particular situation 
that perhaps he might present to you. 

MR, JAFFRAY: Mr. Chairman, I think the 
principal problem is one of uncertainty. I can give 
you an illustration of a major investment house -- this 
is not one I had any connection with -- which back in 
1932, 1934, or thereabouts, bought in the parent company 
a very large block of a major enterprise in Canada 
for control purposes, or largely to influence control. 

That company at the time was running into 
Gif720uisies:. They needed to be able to revise the 
whole organization. Today that investment dealer 
sits with those shares. They form a very large part 
of its net worth, nearly 50 per cent. They cannot 
sell because if they do, taking the differential from 
the level about 1934 or thereabouts up to today's 
market, they would pay virtually a 15 per cent on 
almost the whole amount. They do not need control 
today. The enterprise has completely recovered; it 


is in excellent shape. For all practical purposes 
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they are frozen in, and they do not know what to do with 
them, 

There have been other instances, and I knot 
of -some directly, where shares have been acquired in a 
subsidiary company of an investment dealer. Those 
investment dealers are working on the basis that those 
Snares, ol any gain nela-‘over 2 Lone period of time 
Will be considered as capital; but they do not know. 

So it all comes back to the question of uncertainty. 

For myself, I would highly Tavour a time 
tap as a large part of the test, and I would think 
somewhere in the neighbourhood of three to four years 
would be proper. If an investment dealer buys something 
for three to four years, he is not trading in it. 

THE CHAIRMAN: If he holds it over for the 
three or four year period, it ceases to be a trade? 

MR, JAFFRAY: Yes. 

THE CHAIRMAN: In the first instance you gave 
us, the reason it was not considered, for taxation 
purposes, as being an investment, I take it, is because 
of the way he acquired it; is that right? 

MR. JAFFRAY: Regrettably, it was acquired 
in the parent company as a straight inventory item, 
and they find it impossible to do anything with it. 

COMMISSIONER GRANT: From the knowledge I have 
at the present time in so far as the operations, for 
instance, of a trust company are concerned, it has its 
capital account, and this the Income Tax Department 
people regard as a trading account, It has its 


guaranteed account. If it buys for’ ite capital 
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account and the securities find their way in there, 
there is no question that those are not subject to 
capital gain. But they are placed in that account 
in the very beginning, and they are not traded back 
and forth. 

If such a thing could be devised for the 
investment dealer, it would probably answer your 
problem, At the present time, when you buy an issue 
you put it into inventory. Tne -adirlicwi vy, * 2 ‘ehould 
think, with the Income Tax Department is this, that 
you are trading in those securities even if you hold 
them for three or five years; you are still trading 
into your trading account, and at the end of three 
years you say, "We have to elect. We are going to 
elect to keep this because it has proved to be a good 
issue and it has shown a great appreciation of value. 
Tt is better for us to put this into our capital 
account so it is not taxable." 

There is quite a problem there. I would 
think the time lag works entirely in favour of the 
investment dealer in that case, because he has three 
years in which to make up his mind as to whether he 
is going to keep it in investment account or keep it 
in capital account. 

I was going to ask you if you could put us 
into the picture in so far as the present operations 
are concerned, let us say, of an investment dealer 
who is operating as a limited company. There is 
nothing to preclude the directors or members of that 


company, or partners, which I believe is the correct 
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term; the directors are partners, not altogether -- 

MR, JAFFRAY: Generally speaking. 

COMMISSIONER GRANT: Generally speaking. But 
in any case, there is nothing to prevent them dealing 
in their own personal account, They are as free as 
any other citizen is to deal in securities in their 
own personal account, are they not? 

MR, JAFFRAY: In a very cautious way, sir. 

COMMISSIONER GRANT: I beg your pardon? 

MR. JAFFRAY: In a very cautious way. 

THE CHAIRMAN: You mean, subject to company 
law? 

MR. JAPFRAYs No; it isa frequency factor. 
I would say that most major partners in the larger 
investment firms are very cautious about their own 
personal transactions. Certainly all the ones I have 
ever spoken to have always, if anything, lent over 
backwards to not trade to any degree of frequency. If 
they buy something, they deliberately put it away and 
hoid it, in the hope that the time factor will 
establish it as a non-trading item. 

COMMISSIONER GRANT: I suppose, to use a 
slang expression, the partners are really "fair game" 
for the income tax authorities? 

MR. JAFFRAY: They are afraid they are. 

COMMISSIONER. GRANT: Because they are in a 
position to become traders in their own personal 
capacity. 

MR. GLASGOW: If I might just add something 


there, Mr. Chairman, I think perhaps the word "partner" 
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is a misnomer, because in the investment companies 
there are basically more limited companies now than 
there are partnerships. 

COMMISSIONER GRANT: I am quite aware of 
the distinction between a partner and a director. 
"Partner" applies to a partnership. But I have s¢een 
on the letterheads, I think, of some investment 
companies that directors are regarded as partners. 

THE CHAIRMAN: You have seen investment 
firms called John Smith and Partners Incorporated, 
John Smith and Partners Limited, or something like 
that? 

COMMISSIONER GRANT: No, I was thinking of 
Mr. Jaffray's own company, or Woods Gundy, where some 
of the directors are shown as partners. Not all 
directors are partners. Am I right? 

MR, JAFFRAY: I agree that we think of it 
that way, but technically that is not right. They 
are shareholders and/or directors. I think in that 
case a director has to be a shareholder. 

MR. GLASGOW: Yes, and that gets back to 
the situation where if the principal shareholders 
decide to make an investment they cannot on behalf 
ofethe fire. fi they make alticon (behalf jof “the sfinm, 
they cannot do it individually, because they are 
acting for minor shareholders as well as the principal 
Shareholders. 

THE CHAIRMAN: Is there anything further 
on this item? Mr. Stewart, will you proceed? 


MR, STEWART: Thank you, Mr. Chairman. 
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Gentlemen, your next main section is entitled "Ganadian 
Income Tax Structure", and Part I under that tax 
section deals with the effect of the tax structure. on 
the form and cost of raising capital. 

The first subject you deal with under that 
general heading is the subject of equity versus the 
setting out of certain tax measures which you think 
are material in this connection, you say, in paragraph 
4 on page B-2 that there is a strong bias toward 
debt financing on the part of corporations in Canada. 

Then in paragraph 5 you suggest that this 
may have produced higher interest rates in this country 
than would otherwise obtain. Might I ask you how 
interest rates in Canada compare generally with 
interest rates in the United States. 

MR, REAY: I think perhaps as a general 
statement Canadian rates are higher.In the investment 
business we take a rough rule of thumb as about a 
Daim oF one per cént. “THis 1S nov always true, of 
course, from day to day, but generally speaking over 
the years this is the way it has gone. 

MR, STEWART: I take it that the deductibility 
of interest for tax purposes in the United States is 
the same as in Canada. It is substantially the same, 
Ls it not? 

MR, REAY: Yes. 

MR, STEWART: So that this spread in 
interest rates between the two countries presumably 
relates to factors other than the tax factor? 


MR. REAY: Mr. Beatty has some thoughts on 
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MR. BEATTY: Basically, that is true, that 
there are factors other than the tax factor, The 
chief amongst them, of course, is the supply of money 
available for debt investment as against the demand. 
However, there is a difference in the tax considerations 
in the two countries which create a greater bias in 
favour of equity investment on the part of individuel 
investors in Canada than exists in the United States, 
MR, STEWART: I was going to come to the 
equity situation. You also say in paragraphs 4 and 
5 on page B-2 that both individuals and corporations 
in Canada prefer equity for tax reasons and that this 
preference may have led to lower equity yields in Canada 


than would otherwise be the case, 


I was going to ask you, first of all, how 
equity yields in Canada compare with equite yields in 
the United States. 

MR, BEATTY: Somewhat lower. 

MR, STEWART: They ere somewhat lower in 
Canada. When you say "somewhat" are you thinking in 
terms of one-half of one per cent again? 

MR, BEATTY: I am afraid it is an impossible 
thing to measure. If you take a common stock and try 
and compare it with its counterpart in the United States 
on the basis of yield, you are ignoring so many other 
important factors, such as the rate of growth, the 
long record of earnings that the company might have 
Hag, and it is a little difficult to compare. The 


yield on the Dow Jones industrial averages, as compared 
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with Toronto averages, are somewhat higher. 

MR, STEWART: Would that have been true 
before the Canadian dividend tax credit was introduced? 

MR. GLASGOW: It has had it, certainly. 

MR. STEWART: We have a tax credit in Canada 
for individuals, a dividend tax credit, which far 
exceeds anything they have in the United States. Is 
it not also the case that the intercompany dividend 
exemption in Canada is somewhat more liberal than it 
is in the United States? 

THE CHAIRMAN: What dividend, Mr. Stewart? 

COMMISSIONER PERRY: The intercompany dividend. 

MR, REAY: Ido not think so. I think they 
are the same. 

MR. STEWART: It was my impression that in 
the United States a dividend moving from one resident 
company to another was exempt only as to 85 per cent, 
but I am not certain of this. 

THE CHAIRMAN: Well, we can confirm that. 

COMMISSIONER PERRY: That is my impression also, 
Mr. Stewart. 

MR, STEWART: In any event, would you 
consider that taxation factors in Canada may have 
contributed to the fact that our equities sell ona 
lower yield basis than American equities? 

MR. REAY: Yes. 

THE CHAIRMAN: Before you leave that, Mr. 
Stewart, would not capital gains tax have an effect on 
that? 


MR. STEWART: I take it you are asking these 
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gentlemen, Mr. Chairman? 

THE CHAIRMAN: Yes. 

MR, REAY: I think this would be part of 
the attraction of equities to the individual investor 
in Canada. 

THE CHAIRMAN: The absence of the capital gains 
tax? 

MR, REAYs The absence’ of) the) capital ‘eains 
Caxehere, yes. 

MR, STEWART: But I take it that these yields 
on equities, are not to be explained purely by taxation 
factors? 

MR, REAY: No. I think the taxation factors 
are an influence, but not the only one. 

MR. STEWART: I notice that at the end of 
paragraph 5 on page B-2 you say: 

"It may also be that the 

higher interest rates and lower 

equity yields have not produced 

a lesser supply of debt 

influence or a greater supply 

of equity". 

I wonder if you could perhaps explain that 
aoibGLle further. 

MR, REAY: I think what we are trying to say 
is that with a higher interest rate this would normally 
be expected to encourage the purchase of interest-bearing 
securities by the public, create a greater demand and 
perhaps, therefore, a greater supply. 


But this is offset by the lack of capital 
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gains and the dividend credit on common stocks. So 
that the individual investor looks rather at his 
after-tax yield rather than the before-tax rates, You 
have high interest rates and low diwidend yiélds, but 
they tend to come closer together when you look at the 
after-tax result. 

MR, STEWART: I take it that it is also 
implicit in this that the preference of an issuing 
company for the issuance of: debt instruments because 
of the deductibility of the interest will induce that 


issuing company to pay these higher interest rates? 
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MReaREAY: pr Yes, sirk 

MR, STEWART: Suppose in this country it were 
to be provided that --- 

THE CHAIRMAN: When you said "Higher", did 
you mean higher than in the United States, Mr. Stewart? 
I did not quite follow that. 

MR. STEWART: Well, they say that prevailing 
interest rates in this country are higher than would 
otherwise be the case because of the deductibility of 
interest. 

THE CHAIRMAN: That is what you meant when 
you used the word "higher" in the last sentence, is it? 

MR, STEWART: Yes, higher than what the, 
referred to as the normal rate. 

THE CHAIRMAN: I thought you meant higher 
than the rate in the States, because that is the rate 
they compared it with. 

MR, REAY: I think that what we are driving 
at is that that is what a corporation is willing to pay 
to obtain a higher interest rate so as to obtain 
borrowing money than they are willing to pay in 
dividends in raising equity. They would rather raise 
debt money than equity and pay the penalty of a higher 
interest rate which is deductible. Therefore, from 
their. point of view their after tax cost of raising 
the money is lower than the after tax cost of raising 
equity. 

THE CHAIRMAN: Then you are saying that they 
are prepared to accept the Nigher interest rate than 


a higher dividend rate, because in the net effect it 
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probably comes out pretty much fhe same anyway? 

BR y REAY. 20 Yes. 

MR, STEWART: Supposing in this country it 
were to be provided that dividends would be deductible 
in the computation of income. What effect would this 
have on the relative proportions of equity and debt 
financing? 

MR. JAFFRAY: We believe, Mr. Chairman, that 
this would be a step in the right direction. At the 
present time most corporate financing is in practice 
very strongly influenced by the fact that debt interest 
is tax deductible. In talking to corporations, almost 
instinctively they see how far they can go on the 
debt pattern. There are other factors, such as the 
relationship of debt to equity, etc., but if dividends 
on preferred shares and common shares, and even interest 
on debt, were all placed on the same basis as a pre- 
tax item, then financing would be done and governed 
by what was best for the corporation, inside of certain 
other cost factors. 

You would normally expect to have the 
relationship of interest to preferred stock dividend 
rate, to common stock dividend rate, which would reflect 
the risk factor. There are today companies who are 
Willing to go much more heavily into debt because of 
the interest deductibility factor. I would not say 
yet that there are signs of going dangerously so, but 
there is that inclination. With the differentials 
between dividends and interest, then management would 


probably steer in the direction of equity financing 
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because they cannot get into nearly as much trouble 
under those circumstances, 

THE CHAIRMAN: Would that statement not 
contradict your paragraph 5, Mr. Jaffray? It is 
contrary to my understanding of that paragraph, although 
I do not suggest that my understanding is correct. As 
I read it it suggests that the influence of the tax 
deduction in the case of interest and dividend credit, 
in the case of equity and in the case of dividends, 
really establishes neutrality as between the two. One 
pulls in one direction and the other pulls in the other 
direction, and it seems to me, from the statement here, 
that they just about offset one another, so that taxation 
ceases to be a factor as to the choice made. In fact, 
a shareholder likes the dividend credit and a company 
likes the dividend deduction, but when you equate the 
two they come out at about the same. 

Now, you say not so. In fact, you say we 
are having more debt financing because of interest 
deductibility. I assume that if the words "dividend 
eredit" were dropped from that statement of yours we 
would still have more debt financing because we would 
have lost the influence in favour of equity financing. 

On the other hand, if interest was not 
fully deductible we would have more equity financing. 
What you say now is, I think, that the pull of dividend 
credit is not sufficiently strong to offset the 
advantage of the interest deduction. When one looks at 
it I think that the influence of one is on the company 


and the influence of the other is on the shareholder. 
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But when you come to equate one with the other the 
whole thing comes together, Am I not right in that? 

MR, GLASGOW: I do not think necessarily so, 
because there would be the tendency on the part of 
corporations to pay higher dividends, and also there 
would be the tendency to finance by way of preferred 
or common shares, which is done on unlimited terms as 
far as repayment is concerned. We would have the 
tendency to be buying equities and the corporation in 
itself would be in a position to pay a higher dividend, 
part of which would be tax free. If desirable that 
could be passed on to the shareholder, who would be 
getting the higher dividend but perhaps losing the 
20 per cent credit. 

THE CHAIRMAN: I am seeking the position of 
tax neutrality. Mr. Jaffray said that we can really 
only accomplish that if dividends were deducted, and 
I can see that if dividends were deducted and treated 
in the same way as interest that would be accomplished, 
provided you gave up the dividend credit. 

MR. BEATTY: ‘iffrere eis ioa-further factor, Mr. 
Chairman, in that consideration. There is the case 
that the. dividend credit and the privilege of passing 
dividends through which are exempt from income tax 
applies only to part of the market. One of the largest 
sources of investment capital, which is the life 
insurance companies and the pension funds, gains no 
benefit and consequently is not attracted to equity 
investment. 


COMMISS TONER GRANT: Before leaving that 
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Subject there is also the factor that corporations 
generally are reluctant to place their control in 
jeopardy at any time. The more shares that are out 

the greater is the fact that they may lose control. That 
is to say, if a company has 50,000 shares out and 

they are very closely held, then they are not in very 
much danger. But if they have 500 shares out then 
perhaps 19 or 15 per cent might control that corporation. 
That position could be obtained by quiet buying on 

the market in some cases. So that equity financing 

is probably influenced to some extent by that, or the 
lack of equity financing may be influenced to some 

extent by that. 

MR. REAY: There are always, of course, a 
number of factors other than tax considerations which 
come up in negotiating on new issues and securities 
by a corporation. Whether they are to be mortgage 
bonds, debentures, preferred shares or common, the 
tax factors, of course, are only one consideration of 
many which are taken into account. Certainly what 
you say is one of the many other factors. I think that 
what we are saying is that if the tax factors were 
eliminated, then it would be the other considerations 
which would govern without the overwhelming preference 
now for debt securities if at all possible, if this 
does not destroy the ratios of the capital position 
and control and all the other factors which come into 
16. 

COMMISSIONER GRANT: Also, Mr. Reay, would 


you not agree that the rate on fixed income securities 
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has been determined to some considerable extent by the 
financing that we have had to do in New York, where, 
first of all, provincial governments went there before 
1960 for most of their financing. Municipal governments 
also went there, and certainly the Dominion went there, 
The coupon that is put on an issue is determined to 

no small extent on the basis of how this issue will 

take in the United States with United States investors, 
is it not? 

MR. REAY: Oh, yes. 

COMMISSIONER GRANT: Therefore, there is a 
differential. There always has been, as you have 
mentioned, against Canadian issues, just as there is 
a differential between a Government of Canada bond and 
a guaranteed Government of Canada bond. 

MR, REAYs Yes, sir. Perhaps the major 
factor when an issue is placed in the United States in 
Canadian funds is the unknown problem of the exchange 
rate and the difference in, rate, It could be argued 
that difference in rate is to compensate for the risk 
of the United States investor for not knowing how many 
United States dollars he will get back when he sells. 

MR. STEWART: I wonder if I could ask you to 
comment on a paragraph which I should like ‘to read to 
you from an American publication which is entitled: 
"The Federal Revenue System: Facts and Problems, 1951". 
This book, which I have in my hand, is, I think, intended 
to be a statement of the pros and cons of certain tax 


questions which are currently being considered in the 


United States. This was vrepared for the Joint 
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Economic Committee of Congress. 

On page 31 they deal in part with the 
Suggestion that dividends might be made deductible in the 
computation of income for tax purposes in the United 
States, in part because of the allegation that as matters 
now stand there is a sort of built in bias for debt 
financing. I should Like to read this statement to you: 

"It is pointed out that tax 
considerations generally are not 

dominant in determining the form 

of financing sought by corporate 

enterprise. It is argued that 

one of the principal limitations 

of equity financing stems from the 

desire on the part of existing 

shareholders ‘to avoid dilution of 

their interest through additional 

equity issues. 

Furthermore, it is maintained 

that the character of the market 

for the supply of capital funds 

is another important factor in 

determining the form of corporate 

financing. This Merket, It ‘is 

claimed, is dominated by 

institutional investors, such as 

commercial banks, savings banks, 

insurance companies and trusts, 

which are generally restricted 


either by legal requirements or 
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by traditional investment practice 
to high-grade bonds. 
It is also asserted that the 
adverse effects of debt financing, 
allegedly induced by tax 
considerations, on the willingness 
of corporations to undertake risky 
investments are greatly exaggerated. 
In this connection it is pointed 
out that many of the most highly 
Speculative ventures are financed 
with very thin equity, and indeed 
that it is the prospect of realizing 
substantial net returns on this 
equity through the leverage 
afforded by the debt financing, 
which primarily impels this type 
of investment. 
Finally, it is argued that a 
very large proportion of the 
‘capital funds required by 
corporations are derived internally. 
Taking such funds into account no 
Significant overloading of debt 
in corporate financial structures 
is generally observable". 
That is perhaps a large mouthful to put to you 
at once, but is there anything in that -- which, of 
course, relates to the American picture -- which you 


regard as irrelevant to the Canadian picture? 
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MR. REAY: What Mr. Beatty is saying is that 
the whole extract that you have read is relevant to 
Canadian financing as well as American, I have 
forgotten how it started, but at the end there was 
reference to no apparent over-debting of companies. 

MR, STEWART: Yes, that is correct. 

MR. REAY: When investment dealers are 
negotiating with corporations for new issues of 
securities, these are the things, of course, that we take 
into account. Our tendency perhaps is to hold the 
companies back from being over-debted because they would 
rather have issued more debt than equity. Part of our 
job is to hold them back from doing this, with our 
knowledge of corporation financing generally, to try 
and maintain some balance between the various kinds 
of debt, preferred shares and common shares, 

Perhaps a good example are the finance 
companies, which have a great variety of capital. They 
have short term notes, they have debentures, they have 
preferred shares and they have common shares. Over 
the years there has developed something of a standard 
formula for the ratio of one to the other, and by and 
large they stay within that ratio. 

MR. STEWART: Would you consider that in 
different types of industry there is a debt equity 
ratio which is reasonably appropriate to that industry? 

MR. REAY: Generally speaking I think that 
as true. 

MR, STEWART: Then this would, of course, 


militate against the undue issuance of debt by issuing 
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companies. At least, those who were issuing through 
the Investment Dealers Association. 

MR, REAY: Yes, sir. . The tendency is 
certainly for a company to want to issue more debt, 

COMMISSIONER PERRY: I wonder if there is 
not a thought which should be borne in mind which 
arises out of one of the last sentences in that 
Statement, with which I think the witness agreed, that 
in the overall there is no over-debting of corporations. 
What intrigues me is that by their retention of 
earnings corporations are in fact relying extensively 
on equity financing year after year. What they are 
doing is going to the market for it. In other words, 
they are not issuing pieces of paper in order to get 
back into the company what is already there and owned 
by the shareholding. So I must say that I am more 
interested in the effect of the tax system on the 
manner in which a corporation obtains its equity. 
Probably it is earning all it needs now. The figures 
of retained earnings are enormous in relation to debt 
financing. 

Now, would it be your feeling that the 
deduction of dividends would result in the issuance 
of more shares, that is, a greater number of pieces of 
paper, on the capital stock side of the company than 
there are now. 

MR, JAFFRAY: Yes, sir. We all feel that 
if dividends were placed on the same basis as interest 
and debt there would be a much greater flow of payment 


out from corporations into the hands of the public 
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investors, and a much larger percentage of equity 
financing. What Mr. Reay says is absolutely correct. 
In negotiating any transaction with a company it is 
the investment dealer almost invariably who is holding 
the company back from over-debting itself. In nearly 
all cases they try to go as far as they can on the 
debt loading. This, of course, is governed by many 
Boies factors. Quite frankly, we are governed by 
what the market place will let us sell at. We know 
perfectly well that if we say yes to a corporation to 
an excesively high rate of debt we will not be able 
Co sell itv. The vesting institutions and the public 


at large will not go beyond a certain point. 
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Por different kinds of industries there are different 
rough yardsticks extending anywhere from 25 per cent to 
390 per cent debt up to, in the case of certain kinds 
Gietorl LUutes;..(5 sper cent, denu. 

COMMISSIONER PERRY: We are still talking 
about the margin here, and that is where they are 
forced, by the fact that they do not have enough money 
in the company, to go to the market. I am much more 
interested in the mass of equity financing which goes 
on now simply by the retention of earnings. 

Would a deduction of dividends result in a 
lower retention of earnings; this is basically what I 
am asking? 

MR, JAFFRAY: Yes, certainly, in my opinion. 

THE CHAIRMAN: That leads to my question which 
provides an alternative. Would not the same result be 
achieved by a tax on undistributed earnings, which is 
what many European countries in fact do, as you well 
know. The purpose of it, as explained by them, is to 
increase the supply of securities on the market. 
Whether it works or not, I do not know. 

MR, JAFFRAY: Yes, Mr. Chairman, excepting 
that I am not quite sure if I understand clearly what 
you are saying. But if you mean, leave the situation 
as it is and increase or add another tax, which would 
be a tax on undistributed profits, then in our opinion 
that is a backward step. We believe in the carrot, not 
the club, and we are trying to encourage the sort of 
a reduction. 


THE CHAIRMAN: It need not be a carrot or a 


5 1! f a 


wa ah 
Hv NaN din oa 


~ 
—- 


ba tel, ; 1108 na 
esd 8 an 88 oy enna 


a ai | 
Bie Ke “phate qborrds Ye ‘aa%e ade ar et 1 i erat. ae 
ot ; > ie eS an 


eae : Jest anes ogre) Batt pasts 
i) m4 ve * 4 taal cn bs 
a AAERL RD LELTS aye ay it saMOLeeEKMaD nih r 


A | Ay ; 
ee dra Yond Srede ak edt hoe “gered, agree eng Spod. 
nv tae L 4Neviof Nl wor Tw i ry Pa pT By wag » iz . ¥ 3D re t 7 

¥, i944 be f aA SSE t-- > si SMALL. Se 5 - 7 ay. to5t sng vd, <p: af ie i 


“4 i peter ‘Cosine: pie X roti ad7 oF og oF .Yorquon Ont the 
eh pi ; Oe 
ey . ” 
Fale f ne 
Ue sth Aothw watonsatt yilvups To) ease edd as bszasreIe 
hana sartyiree Yo aotduetet. ond Ci pe iqm te meant ne a 


ie 
e BIpoW 


HoLagenem TEM 
pnatates “7 


+ iy f Pri be ery ; © + VYARASAT rit 


ny wattaeep ye of ebaert MeatT sHAMALARD BHP 
ifuass smse afl? von bhveew .evivenretia ga eebive tq: Bam 


‘ 9 

t dolor ayhauns boondiyralbuu mm xet & ¥d bsvatitos) 

Lew ow | ob Fuel at eet qvop asego twas yee Jaw pet 

‘ 2) ) q 

st al ,@arld gd bearsiqes ae .37f Jo seoqitve ont . roriah 181 

| | oo) 
rem ht 9G aphainvess to ylagve sclv saseiogh it 


war tar ob tT ton 3 elton ai atid oai Oh 


eehdqeste ,ceeutedD .aM easy eTARETAT, aM, 


Mitinuits sit weal . seh Woy SE) tatel Laatyes S&S 28 DOW, 
law Touhete wy wetttoda Oba Fo rai iatiodontn sated “EE " wa! 


walnigo suo tt miecld ef tong boseuraseshon feta) xed a) med 

- =) 
fon Marrag: Bd at avelied 5 sae Urswmtosd ey at tsdd i 
4 ae, 


to age ote Sinbittiec cit. od nil ona: on baa duke: do 


@ to Joutac a a sd re 


ANGUS, STONEHOUSE co. ' 
TORONTO, Buranis rie» 7666 


club. Supposing instead of the 50 per cent tax rate 
it was 45 per cent on the distributed and 55 per cent 
on the undistributed; I suppose you would have both the 
carrot and the club then? 

MR, JAFFRAY: Yes, in a sense. 

THE CHAIRMAN: I would suspect that the 
effect of that would be perhaps to get more profit, would 
it not? 

MR, JAFFRAY: I would agree. 

THE CHAIRMAN: Generally speaking, it would have 
the same result as that you are speaking of? 

MR. JAFFRAY: Except it would have to be 
wider -- this is splitting hairs -- than the 10 per 
Sent , 

THE CHAIRMAN: The 10 per cent, you say, is 
not enough. 

COMMISSIONER PERRY: You appear to endorse 
Mr. Capon, who is not only going to use a club, but he 
is going to use dynamite. 

COMMISSIONER GRANT: May I ask one question 
on this debt load to which you referred. When you say 
you try to discourage a company from getting too heavily 
in debt, as against a small issue of common stock 
outstanding, are you influenced there more by the 
assets that are available to back up that debt, or are 
you influenced more by the earnings of the company? 

In other words, say the assets were pretty 
well already covered but its earnings show that the 
bond interest on the debt which you ere called upon to 


advise upon can be earned five to six times. Would you 
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Say, "Yes, your bonds will receive a ready market. We 
think you can go ahead with a debt issue here"? 

MR, JAFFRAY: We are primarily influenced by 
earnings, but that is the earnings over a period of 
time and not just the last year, or something like that. 
But we cannot ignore, in the overall picture, the 
relationship of debt to assets. In the studying of a 
Situation I would say we approach it first from the 
earnings point of view, then second from the assets 
point of view. But both have to be considered, 

THE CHAIRMAN: Mr. Stewart, before we move 
on I would just like to clarify one point. It has 
been indicated by these gentlemen that there are other 
reasons than taxation for the fact that Canadian 
securities sell at a higher price than United States 
securities, I think they put it that the equity yield 
is less. 

We have referred to the tax reasons, the 
dividend credit and capital gains tax, and I was 
wondering what the other reasons might be besides 
taxation. 

MR. BEATTY: One of the important influences 
in the 1950's, particularly the early 1950's, was the 
flight of capital from Europe, due to communistic 
agression, and a similar attraction of capital on a 
much more minor scale from the United States, due to 
inflation, That is a typical factor. Another, of 
course, is our tremendous demand fa capital to 
develop our country and our small accumulated pool of 


Savings when compared with the pool of savings available 
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in older countries, where these savings were accumulated 
before they had income tax, 

THE CHAIRMAN: If we have not as much wealth 
Saved up as the United States, I would have thought 
our demand would have been smaller, not greater, 

MR. BEATTY: Were it not for these other 
factors, 

THE CHAIRMAN: But you spoke about those as 
being in the 1950's. 

MR. BEATTY: Yes. 

THE CHAIRMAN: And I think the condition 
still obtains; I think there is still a differential 
in favour of Canadian equities, is there not? 

MR. BEATTY: Yes, there is. I think the 
supply of equities has perhaps not extended as rapidly 
as the demand. 

THE CHAIRMAN: If the supply were increased, 
the price might come down? 

MR. BEATTY: Yes. 

COMMISSIONER PERRY: I think we have to 
concede too that the difference in the level of 
interest rates is at least partly a reflection of the 
monetary policy, and the Bank of Canada could level up 
our interest rates with the United States rates if 
they wished. At the present time it is not part of 
our policy to do that. 

THE CHAIRMAN: I was curious as to what is in 
the national interest with regard to equities. Is it 
for higher prices for equities, or lower prices? 


MR. GLASGOW: If I might speak to that, Mr. 
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Chairman, I do not think it is a matter of price. It is 
a matter of making them more attractive to the Canadian 
investor, We are faced now, whether we like it or 
not, with the interest equalization tax. Today people 
are influenced by the growth factor and the fact that 
Americans or foreigners will buy our securities. That 
may be taken away from us as a result of the tax on 
the purchase of Canadian securities. Regardless of the 
rate, I think that to make them more attractive to 
Canadian investors is going to be one of the answers 
that everyone is searching for. 

THE CHAIRMAN: This is an area in which I 
find myself somewhat lost. I would have thought that 
what made it attractive was the price of the market, and 
if the price of the market is high the securities are 
more attractive, and if it is generally high for 
Canadian securities, Canadian securities are generally 
attractive. Yet we keep on saying they should be more 
attractive so that more Canadians will buy them. 

To make them more attractive, surely the 
price will go up and in the net result they will not be 
more readily available? 

MR, GLASGOW: Do you not think that with the 
tax credit -- supposing there was a tax credit to a 
corporation and they are going to increase their 
dividend pay-out. There will be more incentive for 
them to pay it out if it gets back to what I think Mr. 
Perry was suggesting; that is, put a tax on undistributed 
profits. If you ease the tax on the amount going out, 


you do have more attraction even at a higher yield, if 
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you will. 

THE CHAIRMAN: I suggest that the investor 
would look at the yield and at the impact of the taxes 
on whatever he is going to get. He would look at the 
net result and probably equate it in much the same way 
as he equates it now. 

What will happen is that the added attractive- 
ness will result in a higher price for securities and the 
net result after taxes would be pretty much the same as 
it is now, would it not? Would not that be logical? 
If so, what is the purpose? 

MR, STEWART: If I might ask a supplemental 
question, Mr. Chairman, it is this. Is a very 
important part of the problem not to increase the 
supply of equities? Is it not important that we do? 

MR. GLASGOW: That we do what, Mr. Stewart? 

MR. STEWART: Increase the supply? 

MR. GLASGOW: I think it is most important 
that we do increase the supply. 

THE CHAIRMAN: Rather than the attractiveness 
of the issues as they now are? 

MR. BEATTY: Creating a supply would naturally 
result in lower prices and more attraction for the 
investor. 

MR, JAFFRAY: All of this is leading to the 
fact that we cannot take any single factor as an 
isolated influence. We concur in the feeling that if 
dividends were on the same basis as interest, it would 
be much more likely that corporations would control 


their financing and investors would, we think, 


: Oe % 
ene ond to. Toaqint ant coe natal ee 
at et ‘Ye doe! Slaw of 


Po omen act wicim mk 7e einkos tidadome ons aioe 8 


ahensieie Denes, aft tact ab asqgst LLie- tay 


feoigetisd tat? toa olaow 


uaaaes yen sett snengon 1 ¥8 | t 


@ 


90m 03 suuteg ab re ' 


~ 


ene Se cov elpe) | 


sot siiglel aont aineet Dfin 
s.ee sit deem yoenia sd Diwow saxas ssits PLVss5 

o if 
egon wT? pigeon Won one 


uy. 


sanenog, ort eh: dsehe. 08 ae x 


Etiramy ioc Ves @dalw FTI 1 THAWETE a y KE 
m tid al 7h ,.cantbad).,. a ng htnaup: q 
iy eps o%oe! ton metldowd oat ko JIaeq snr) 
> ow Decl spe t df DE et yretviugs To xreaae 
este tadw of 9 Datt  4NOCATD AM a | 
" je od ab. ¢TAAWETS:, Re | 
Txpstoget Taw wh-Ob ainhda D., aWOORAMO LAM | 


vtqots ‘st startoit ob aw Paar 
° ay 
mitqsdvek yHAMATARD SAT ay | 
a / ae 

vanw won gerd ee esuask act Ro 

bInow yiGqee & geldeos). o¥TTARE eit 


xu? NOLIwseR som bas. cbokuq teeot nb olwasews 
ate a vanE es 

gcitbael ab etfs to Oft sTAATLAG | — 
76 62 thee? atante ia ewAs FOGR89 a” tard gust 
¥f 2e7 nalleeh vad ob-swonoe ew ‘ Saou hates. . 
Atpow 2k ,weetetal an nana gaint itz £9, oten. caiheabis 
tovines bizod cook seengnes sade sits watom hoch 


quotas ta ict amiananticsh isc 
i 7 i hi 


1 Ade _ 7s fees a y 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 7671 


receive much greater pay-out . It would be more 
attractive to more corporations to finance on an equity 
Basis, and safer for thew. That is an outside factor. 

But the end result would be that you would 
get a much greater supply of equities in the market 
place. You would have higher dividends. You would 
probably have dividends more in line with debt factors; 
but you would have also the other things, such as 
growth prospects and what-not. But dividends today do 
not reflect the risk factor nearly as much as they do 
other factors, such as taxation. 

MR, REAY: I think what we are driving at is 
this. I do not think the actual price as an absolute 
figure is what we are talking about. When we talk 
of attractiveness, I think people buy common stocks for 
two reasons. One is the dividend return that they get, 
and the other is the potential growth. 

When we talk about attractiveness, I think we 
are talking about the attractiveness of the tax 
structure on a corporation so that your prospects for 
paying larger dividends and for greater growth over a 
period of years is greater and therefore attracts the 
investor to buy those common stocks, 

THE CHAIRMAN: More investors seek to buy 
common stocks and the price of common stocks is going 
to go up? 

MR. REAY: Yes. 

THE CHAIRMAN: So something has got to be done 
about supply, I would think. 


MR. REAY: Yes. 
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THE CHAIRMAN: So something has got to be done 
about Supply, I would think. 

Mi asREAY?:+a¥ea. 

MR, STEWART: I would like to raise with you 
two other points arising out of this question of the 
deductibility of dividends. You have expressed the 
view, which seems perfectly logical, that if dividends 
were made deductible, dividend pay-outs would increase, 

However, it has been suggested that if a 
company really had a need for funds for expansion 
purposes, it would be disposed to retain earnings 
rather than increase its pay-out, notwithstanding that 
if it did increase the pay-out it would pay less tax. 
Do you think this is a valid argument? 

MR. JAFFRAY: It depends. You have all 
Ssorts..of factors. involved, It depends on the degree 
of expansion, how big it is, and things of that nature. 
But also, if there was a material difference in.the 
tax rates, then surely the influence of the shareholders 
to require pay-out and obtain the funds from the market 
place would have a bearing on the whole subject? 

MR. STBWARTs. Yes, I would think so. Then 
it has also been suggested that to make dividends 
deductible will penalize new and growing firms as 
opposed to old and well-established firms; that the 
firms which are well established will be in a position 
to distribute a higher proportion of their earnings; 
that the ones which are new and growing will require 
to retain a higher proportion of their earnings for 


expansion purposes, 
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In the circumstances in which we in Canada 
find ourselves today, is this a significant considerationp 
In other words, if there is a discrimination here 
against the new firm, is this a type of discrimination 
that we should establish? 

MR. GLASGOW: I:do not think it is a type of 
discrimination, Mr. Stewart. I think we could probably 
give you, and should not, many instances of companies 
which are not paying a dividend at all. There are 
growth situations that the public will buy. Then you 
get something in the investment class which has 
reached a plateau; that is where the dividend factor 
comes in, but one cannot overlook the growth factor, 
coupled with the dividend factor, in any situation. 

MR, REAY: I think that perhaps a very good 
example, if Iimay be specific, is Trans Canada Pipe 
Lines, where the common stock was issued in 1957 at 
$10.00 and the market jumped up and down. They are 
now in a position where it is rumoured that they will 
be paying a dividend, and the price of the stock now 
is about $35.00, The fact that it was known that they 
would not be able to pay dividends for some years was 
reflected in the price to the public of the original 
issue, but there were prospects, of course, of growth 
and dividends eventually. This dictated the original 
issue price, So anybody who bought stock at that 
time has had a very good return since then, even though 
the company has not paid a dollar in dividends. 

MR, STEWART: Another argument which is 


Sometimes put against making dividends deductible in 
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this country is that a very large proportion of our 
equities are held by non-residents of Canada. If we 
encouraged dividend pay-outs, therefore we are going 
to encourage, or produce, higher pay-outs to non- 
residents. Do you consider this as a significant 
factor? 

MR. GLASGOW: Mr. Beatty might like to 
comment on that. 

MR, BEATTY: I think an offsetting item is the 
Withholding tax, 

MR, STEWART: Yes, but the withholding tax at 
the moment hovers around 15 per cent, whereas if these 
dividends are made deductible you would be foregoing tax 
evencay, therrate iol SC iper went. 

MR. BEATTY: We are talking about the foreign 
investor in Canadian securities. We would gain an 
added advantage to Canadians owning equities as against 
foreign investors in direct relationship to the extent 
to which earnings are paid out in dividends, because 
of the effect of the withholding tax. 

MR. STEWART: I am thinking of the drain of 
funds from Canada through increasing the dividend 
payment, 

MR, BEATTY: There would be a drain of funds 
from Canada, but the off-set would be increasing 
ownership of these securities by Canadians. 

MR, STEWART: Gentlemen, this discussion has 
already covered to some extent the next heading -- 

THE CHAIRMAN: Do not move from this subject 


for a minute, Mr. Stewart. I am still unhappy about the 
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supply of securities, I can certainly see the merits of 
the argument that if we are going to have more Canadians 
owning shares, we had better increase the supply and 
thus make the prices of securities a little more 
attractive, 

It has been suggested to us in many places 
that the way to do this is to encourage the distribution 
of earnings and to have companies go to the market and 
sell issues. I wonder if that really increased the 
Supply any more than the accumulation of earnings in 
companies; and there is a huge flow of this, that 
adds to the value of existing equities outstanding. They 
are a great deal more value, the price goes up more 
behind the equities. Then when the price becomes unreal, 
the shares are split. I would have thought that the 
Splitting of shares in the ordinary process of 
accumulation and supply, and so forth, would provide 
just as much paper to be traded, just as much value 
behind the paper to be traded as it ever would by 
taking money out of the companies and putting it back 


Seain?e “is that not) in fact so? 
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MR, BEATTY: I do not think that is quite so, 
sir, in that the recipients of the dividends do not 
have this net amount of money available for investment. 
So that the shares issued to replace that money have 
a greater weight in relationship to the market than 
would have been the case had the earnings been retained. 
The tax has in fact now moved on to the recipient of 
the money. 

THE CHAIRMAN: I would agree, but if the 
money is withdrawn and cannot be put back there is 
greater taxation. I am speaking only of this in terms 
of whether it increases the supply of equity shares. 

MR, BEATTY: I think it increases it relative 
to the savings, yes. 

MR, REAY: I think it also emphasizes greater 
freedom of choice as to how invest his money. If a 
company retains a large proportion of the profits, the 
Shareholder --- 

THE CHAIRMAN: I think that is a different 
point. Certainly that is the point Mr. Capon makes 
very clearly. Undoubtedly there must be something to 
that, but I was talking only of the supply of shares. 
Would there be more shares if more profit was taken 
out of the market operation? I suppose it depends on 
what you mean by more shares, whether you mean a greater 
number of units or a greater value of the total amount 
of equities outstanding in Canada. I would think the 
total value would be the same, 

MR, REAY: I think the reason for stock splits 


is just that, to create usually a greater number of units 
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MR. GLASGOW: But not necessarily the same 
number of additional shareholders would get a new issue 
of securities. 

MR, REAY: No. 

COMMISSIONER PERRY: You can see a dividend 
deduction working in the same way which would produce 
more shares, and yet not affect anything very 
fundamental in a company. In other words, if dividends 
were deductible, at least double the present amount of 
money could be paid out in dividends if you go back to 
the before tax rather than the after tax, which would 
permit you to double your equity capital and maintain 
the same rate of dividends on outstanding equity, and 
not be affected by the retention of earnings one cent. 
In this case you do have more pieces of paper outstanding. 
You have a broader market with equities. You maintain 
your dividends longer, yet you have not affected 
earnings retention policy one bit. That is unless my 
arithmetic is quite wrong. 

THE CHAIRMAN: The difference coming out of 
the taxation. 

COMMISSIONER PERRY: Yes. Would you then be 
declaring a dividend on what you used to claim taxes? 

MR, JAFFRAY: There is a rather interesting 
situation with a company the name of which I might 
mention, Alberta Gas Line, which is operated on a cost 
of service basis. Its customers pay the income tax. 
Therefore, financing decisions are based on business 


decisions. Because its revenue is contractual it can 
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1} go to a higher percentage debt than a non-contractual 


kind of enterprise, Nevertheless, if you follow its 
history and follow the future history it will increasingly | 
pay out a high percentage. It has now and is now paying 
out a high percentage of its income, and it is doing 

its financing on a basis of equity, then a certain 
amount of debt, then a major issue of equity, then 

debt. Interestingly enough, the debt goes more into 
the hands of the larger investor and the foreign 
investor, the U.S. The public, the Canadians, are the 
large holders of the equity. There is a company whose 
financial decisions need not be influenced by taxes. 

COMMISSIONER GRANT: That is also a company, 
Mr. Jaffray, where its financing decisions are not entirel 
of its own making, because it is a public utility and 
it has to go before a government board to have its issues 
approved, has it not? 

MR. JAFFRAY: No, sir, not really. It does not 
have to have its issues cleared in the sense that the 
P.U.C. does, 

COMMISSIONER GRANT: No, not in the United 
States, but in Alberta. 

MR, JAFFRAY: But that kind of clearance. 

COMMISSIONER GRANT: The equivalent of the 
Alberta Public Utilities Board, is it not? 

MR, JAFFRAY: The Alberta Public Utility Board, 
for example, has never set its rate of return. It has 
paid a rate of return under its existing contract of 
7% per cent. 


COMMISSIONER GRANT: But if it exceeded that the 
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1/ Board might step in. Or, if it exceedgit by very much 


MR. JAFFRAY: Yes, it has the power, but it 
has not as yet, 

COMMISSIONER GRANT: No. But they give them 
a base return. If they keep within that they are all 
Baghs.. They are not interfered with. 

MR, JAFFRAY: That is correct, 

COMMISSIONER GRANT: It is the same with a 
telephone company. For instance, take Bell. When it 
puts out an issue it has to have that issue approved. 

MR, JAFFRAY: More so. 

COMMISSIONER GRANT: Yes. That is where they 
keep the ratio between equity and fixed debt. For 
instance, I know that in the case of Maritime Tel-and- 
Tel, when they go to the public for money they have to 
have the approval of the Public Utility Board. It 
invariably, not always but invariably, alternates 
between equity and fixed debt. Not necessarily but it 
does keep certain balance. That might be an idea which 
could be incorporated in our provinces in the Companies 
Acts, the acts of the provinces not of the dominion, 
that we should have a ratio existing between equity 
financing and fixed debt financing, and that if a 
company got out of line it would simply be subject to 
a penalty. 

MR. JAFFRAY: One of the problems there is 
that every different industry would have a different 
ratio almost. — 


COMMISSIONER GRANT: Well, I am not advocating 
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that, but I do say that in order to maintain this ratio 
it might have to be under some government regulation 
rather than under the free flow of private enterprise. 

MR, JAFFRAY: I think the illustration I 
mentioned is perhaps a little more interesting than, say, 
Bell Telephone or some such company, because for all 
practical purposes, because Alberta Gas Trunk Line has 
on business decisions kept itself within certain kinds 
of limits, it has not been subject to government 
regulation or government interference. If it applies 
to that line, by all means, yes, there are bodies who 
have the power to interfere; but business decisions 
and prudent financing decisions have made this 
unncessary. 

THE CHAIRMAN: Certainly in the case of Alberta 
they do not dictate what kind of securities they should 
issue. 

Is this a good time to break for recess, Mr. 
Stewart? 

MR, STEWART: Yes, if you wish, Mr. Chairman. 

THE CHAIRMAN: Then we sill stand over for 
ten minutes, 


---A short recess, 


THE CHAIRMAN: Where are we, Mr. Stewart? 

MR. STEWART: Mr. Chairman, we have been 
discussing this question of equity and debt financing, 
and I think the discussion in fact has covered, to 
Some extent, the next point which begins on page B-2, 


which is capital market against internal financing. 
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There are one or two questions I should like to 
ask under that last mentioned heading just to be sure 
that I understand what the brief says. In paragraph 6 
and 7 on page Be you are dealing with the question of 
cash flow and what has been done with it, with 
particular reference to the accelerated amortization . 
which we have in this country. You say in the last 
sentence in paragraph 7: 

"However, if these provisions" 
-- which I take it are the accelerated amortization 
provisions -- 

"did not exist and corporations 

were more dependant on outside 

financing, it would not lead 

to much greater equity offerings 

under the present tax structure", 

Does that mean that you base this on the 
proposition that the tendency is for corporations to 
indulge in debt financing because of this interest 
deductibility, or just what are you getting at there? 

MR.REAY: Yes, I believe that is the point. 
The company with the reduced degree of retained earnings 
would presumably have to come to market more often for 
more cash, but the tendency would be to direct that 
to debt financing. 

MR. STEWART: This does not seem-.to me to be 
altogether consistent with what you were saying about 
equity ratios. 

THE REAY: The tendency would be in that 


direction. 
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MR, STEWART: Then at the top of page B6, 
paragraph 15, after dealing with the proportions in 
which expansion has been financed by cash flow on the 
one hand and new issues on the other, you say: 

"The relationship between 

corporate stock issues and bond 

issues is erratic", 

Here again there is little evidence that the tax 
Structure has affected their relative size. You have 
in mind there the type of consideration that we have 
already been talking about, is that correct? 

MR, JAFFRAY: Yes. 

COMMISSIONER PERRY: There is an even stronger 
Statement in paragraph 16: 

"-- there is no reason to 

Suppose that it is the present 

tax structure which should be 

blamed substantially for the 

situation that obtains", 

MR. STEWART: Yes, that is so. Then going 
over to page B-8 --- 

THE CHAIRMAN: Before leaving that section 
completely, I think I am correct in assuming that the 
corporation stock of net new issues, page B5, the first 
column of paragraph 13, contain no stock splits. If 
it contains no stock splits the ratio between equity 
financing, if one puts into equity financing retained 
€arnings, where I think they belong, would be almost 
ten to one, I do not know whether we have retained 


€arnings on that sheet. We do have retained cash flow, 
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which is not quite the same thing. I think retained 
earnings iS something like $3 billion, so we are getting 
close to ten to one. Is that correct? 

MR, STEWART: Mr. Reay nodded his head 
errarmatively, Mr. Chairman. 

Now, gentlemen, on page BS, at the top of the 
page, you are dealing with Mr. Goffman's article and 
you set out in the table the percentage of income which 
is paid in taxation by different income groups. ef 
was wondering whether your decimal point in that table 
was misplaced, You appear to be suggesting that these 
various income groups are paying between two and three or 
gust over three wer cent ,of income .in taxs.,Carm you tell 
me where in Goffman's book that table appears? 

MR. REAY: No, I am afraid I. just cannot 
locate that for you, Mr. Stewart, 

MR. STEWART: Then, Mr. Reay, perhaps I could 
refer you to page 15 of Goffman's book, where there is 
a table which purports to show taxes as a percentage of 
income by levels of government. The income classificat- 
ions are the same as in your table on page B&, but his 
percentages on page 15 for the aggregate taxation as 
a percentage of income for the group which is under 
$1,000.00 is 21.9 per cent, for the group $1,000.00 to 
$2,000.00, 20.9 per cent; and then the figures are in 
the 20 per cent to 30 per cent range, or 20 per cent to 
25 per cent range, for the group $5,000.00 to $7,000.00. 
When we get to the $7,000.00 and over group, the rate 
is 32.4 per cent. Perhaps it would be possible for 
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COMMISSIONER PERRY: Might I just interrupt 
there, I am wondering whether you are interpreting 
the table as I am. I interpret this just to mean 
greater number of profits taxed, not total tax. »°* 

THE CHAIRMAN: They say "Effective rates of 
tax in various income groups", 

COMMISSIONER PERRY: It goes on to discuss 
the tax as though it were some single tax. 

MR. STEWART: Can you say, Mr. Reay, whether 
we are considering here the effect of the corporate 
income tax on different groups, or whether we are 
talking about the burden of taxation generally? 

MR, REAY: I believe this is intended to 
reflect the effect of corporation taxes, 

MR, STEWART: I see, Just $0 as we can be 
clear perhaps you could by letter nieteats to the 
Secretary of the Commission just where in Goffman's 
figures this is taken. 

MR, REAY: Yes, sir, I will be glad to do that. 

MR, STEWART: Thank you very much. 

Mr. Chairman, I would precose, if you agree, 
to move on to section C, which has to do with withholding 
taxes. 

COMMISSIONER PERRYs I do not think Mr. 
Goffman in his study intended to set forth these ratios 
as definitive; they were simply assumptions he made in 


Working out his calculations. 
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He had in mind that he had to make some assumptions as 
to the incidence of the tax, and these are the ones he 
made, I think he would be quite prepare to concede 
that there are all kinds of other assumptions that he 
made. 

THE CHAIRMAN: I think he looked at other 
estimates and made an assumption. 

COMMISSIONER PERRY: Yes, I think that is all 
he was doing. 

MR, STEWART: Now, gentlemen if we could move 
on to page C7, you set out there your recommendations 
with regard to withholding taxes, and in recommendation 
(c) you suggest that so far as dividends are concerned, 
there be a maximum rate of 15 per cent and that that 
rate be reduced to 10 per cent if a corporation has a 
degree of Canadian ownership or control. 

Does that mean that you approve the principle 
which has been established in the 1963 amendments to 
the Act, of discriminating for this purpose between 
corporations which do, and corporations which do not, 
have a degree of Canadian ownership? 

MR, REAY: Yes, that is so. We do not believe 
that the foreign shareholders should be penalized by 
having their rate increased from 15 per.cent. We are 
content to see thatreduction in the rate for Canadian 
Shareholders, 

MR, STEWART: Could I ask what he said you 
think this discrimination will have, first of all, on 
direct investment in Canada, and secondly on portfolio 


investment in Canada. 
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MR, GLASGOW: If I might say something here, 
Mr. Stewart, I would think that this assumes, as we 
say, the element of the removal of the interest 
equalization tax. It is pretty hard to estimate what 
this adjustment will do immediately, because I think we 
are faced with the equalization tax as long as it runs, 
until some counter measures are designed for it. 

MR, STEWART: Could you attempt to deal with 
my question on the basis that that tax either does not 
come in or is removed? 

MR. GLASGOW: I think we put a penalty by 
raising the tax to 20 per cent on those companies which 
do not have a 25 per cent degree of Canadian ownership. 
That has caused considerable difficulty and resentment, 
whereas, to get back to the carrot idea, we reduce it 
to 10 per cnet and leave it as we have lived with it 
Since 1960, at 15 per cent. ft am afraid. am net 
answering your question. I do not know whether it is 
possible to put it down, Mr. Stewart. 

MR. STEWART: The question was in two parts. 
Let us take them one at a time. You are supporting, as 
tescegityethis type |of «discrimination. Do you consider 
Gmeat it’ will chave sasdeterrent ‘effect on direct 
investment in Canada? 

MR. GLASGOW: I think it will heave a deterrent 
effect, although we try to provide an incentive rather 
than a deterrent by suggesting we go back to the 15 
per cent. We have learned to live with that. We had 
@ new addition of 5 per cent put into the situation. 


What will happen if the United States counteracts or 
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Reacts to thisredyper cent, 1 could’ not say. Mr, Reay, 
would you like to add to that? 

MR, REAY: I think that what we are trying 
to say is that there is no harm in encouraging Canadians, 
We feel that Canada does require, and will require, 
infiows of foreign capital for some years to come, 
and naturally we prefer to see it more in debt and 
2eSs in equity, 

But we need the capital and we should not 
discourage it by discriminatory withholding rates. I am 
not quite sure if I get the point of your question, 

You say: Will it discourage direct investment? I 
would think that to put the rate back to 15 per cent 
would restore the situation to what it was prior to 
December, 1960, Although the recommendations are 
Spelled out in a number of sections, this is basically 
what we are suggesting, that we go back to the pre- 
December, 1960 level. 

MR, STEWART: I think my question can be put 
this wey. Let us assume that your suggestions were 
adopted. How is the foreign, direct investor going to 
look at this? It is going appear to him, I take it, 
that if he permits a degree of Canadian ownership he 
Will be subject to a 10 per cent withholding tax on 
dividends, whereas if he does not, he is going to be 
Subject to a 15 per cent withholding tax. 

Is this type of provision going to be 
palatable to the foreign, direct investor in Canada? 

MR, BEATTY: Has he not, perhaps, some kind 


of an off-setting privilege due to the convention of 
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THE CHAIRMAN: You are not suggesting the with- 
holding tax on dividends payable to a United States 
parent company be reduced to 5 per cent, are you? 

MR. BEATTY: No. 

THE CHAIRMAN: Well, that was the pre-1960 law. 

ME. STEWART s\ ° Yes, «sir. 

THE CHAIRMAN: If you do not suggest that, I 
think it means that the Canadian taxes are roughly 50 
per cent. Fifteen per cent on balance is about 7# per 
cent, and I think we can conclude that a person in the 
United States who is faced with this problem would compute 
it at about 59% per cent. 

Is that what you are saying is not discriminator 
is something that we have learned to live with, and is 
all right? I would like to know what we are talking 
about. 

MR. REAY: Yes, this is about what we are 
Saying, that the 15 per cent has by and large become an 
accepted rate over the years, and we would like to see 
it remain at that and not increased to 20 per cent. 

THE CHAIRMAN: Thank you. 

COMMISSIONER GRANT: I understand from the 
brief that had the rate been held at 15 per cent, then 
the convention would have remained in force. But the 
fact that Canada put the rate to 20 per cent, without 
going into any further details, vitiated the convention 
and therefore that raises the possibility of the 


retalliation by the United States to the extent of the 
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maximum permitted under their laws where there is no 


convention, namely 30 per cent? 

MAG UAEAY +] nest. 

COMMISSIONER GRANT: So that in effect, had 
we held the line at 15 per cent we would still be acting 
under the convention and Canadian subsidiaries in the 
United States would not be subject to a 30 per cent 
withholding tax on dividends coming from the United 
States back to the parent company of Canada? 

MR. GLASGOW: That is right. 

MR. STEWART: Do you distinguish at all here 
between direct investment on the one hand and portfolio 
investment on the other? I appreciate that your 
Suggestion is completely general; but will it have, in 
your opinion, any greater or lesser effect on the one 
type than on the other? 

MR. GLASGOW: I would like to try to answer 
that, Mr. Stewart, I think we have learned to live with 
the 15 per cent since the baby budget, and people have 
become accustomed to it. That is: fine. We do not 
lay ourselves open to the retaliatory. action of the 
United States. 

With regard to the 10 per cent, the intent 
there is to make it more attractive for American 
wholly-owned companies to make a part of their ownership 
available to Canadians. To that extent I think anyone 
in the investment business goes along with the June 
proposals as they were amended. 

But what we would prefer to have is to leave 


the top area 15 per cent. To answer your question, Mr. 
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Stewart, I think we would disregard the interest 


equalization tax. We would have the same amount of 
American indirect investment coming in here. 

MR, STEWART: Let me move on to your proposals 
with regard to the withholding tax on interest. Could 
I ask you, first of all, what is the logic behind 
exempting foreign pay interest from this tax while we 
tax domestic pay interest? If a withholding tax is 
justified, why is it justified where interest is payable 
in Canadian dollars but not justified if it is payable 
in American dollars? 

MR. GLASGOW: I think the answer is that if 
we are obliged to go to the American market, we want to 
make it as attractive as we can. By putting a 15 
per cent tax on; itewe are negating the purpose of going 
to the American market, whereas if we do it on the 
domestic merket we can do the job here, 

MR. STEWART: Is this related to the point 
raised earlier, that if you are attempting to sell 
Canadian pay securities in the United States you have 
to pay a higher rate because of certain exchange 
difficulties at the time of maturity? 

WE. BEATTYs Yes, 40.18 related torthat.. If 
we can place an issue in the States for United States 
funds, we can do it at a rate closer to the American 
rate than the Canadian. 

MR, STEWART: As I understand it, you are 
Suggesting that obligations which are payable in either 
Canadian or American dollars at the holder's option 


Should be exempt. If my understanding is correct, has 
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this provision ever been in the Act before? 

COMMISSIONER PERRY: Do you get much option on 
pay financing going on at the present time; that Le 
before the Interest Equalization Act? 

MR, BEATTY: There was some in the early 
1950's. Canadian Breweries did about $40 million worth 
of optional. 

COMMISSIONER GRANT: And quite a number of 
provincial issues. 

THE CHAIRMAN: You say that the law provided 
for no withholding tax? 

MR. BEATTY: That is right. 

MR, STEWART: When you say this has existed, 
has it existed recently? 

MR, BEATTY: I do not think there has been 
any since the late 1950's, 

MR, GLASGOW: There were isolated instances 
a few years ago. 

MR, STEWART: It was my impression that --- 

MR. BEATTY: I think, the late 1950's. 

MR, STEWART: But your recollection is that 
our Act has provided for exemption -- 

MR, BEATTY: Yes, since pre-war days too. 

MR, STEWART: -- where the interest was 
payable in Canadian or American currency? 

WR. BEATTYr Or any foreign currency -- 
Canadian in London. An optional payment was exempt, and 
those issues still are exempt. 

MR, STEWART: Do you consider that the 


application of the tax to discount on treasury bills has 
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naag a real jwadverse effect on sales of. such bills to 
non-residents? 

MR. REAY: Yes, I think there is no doubt 
about that. The practical mechanics of dealing in 
treasury bills under the present law are so involved 
that there is practically no trade across the border. 

MR. STEWART: You are suggesting, as I 
understand it, that interest on certain types of short- 
term paper shoudd be exempt? This appears in 
recommendation (a), where you suggest that the interest 
on short-term finance company notes and commercial 
paper, and notes having a term of one year or less 
from date of issue to maturity, should be exempt. 

Has this ever been done before? 

MR, REAY: I do not know whether or not it 
has been done before. 

MR. BEATTY: As a matter of fact, the taxing 
of the income on treasury bills was spelled out --- 

MR, STEWART: I have now moved from treasury 
bills to the question of short-term paper. 

MR, REAY: A certain amount of the finance 
paper is done on a discount basis. I think what we 
are driving at here is that the development of a money 
market in Canada has grown tremendously in the last 
five or six years and that the money market as such 
is a different area from the area of normal investment 
in bonds or shares, and that this money moved around 
rapidly from one place to another and it is all in 
relatively short terms, three months, six months, 


and generally up to a year. 
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What we are trying to say is that this should 


investment, 

MR, BEATTY: It 1s a relatively new market. 

MR, STEWART: Yes. I would like to move on 
to the question of municipal issues. You are suggesting, 
I take it, that the rate on municipal guaranteed issues 
be 5 per cent as opposed to 15 per cent. Again is this 
8 new proposal? 

MR, REAY: No, this is going back to the pre- 
December, 1960, basis. 

COMMISSIONER PERRY: Is it not generally true 
that what you are suggesting here is the pre-December, 
1960, regime? 

MAY REAY 5" sYeo > “ein. 

MR, STEWART: In paragraph 25 you indicate what 
you have already mentioned verbally, that you are 
assuming that the United States interest equalization 
tax will ultimately be removed. If that tax does 
become effective, do you consider that it will have a 
very material effect on American investment in 
Canada? 

MR, GLASGOW: It already has. 

MR. STEWART: And the effect will -- 

MR, GLASGOW: The anticipation of the effect. 

MR. STEWART: -- will continue, if it does 
come: into effect? 

MR. BEATTY: If it comes into effect as it has 
presently been prepared by the House Ways and Means 


Committee, there will be a resumption of the flow of 
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funds for investment in Canada. New issues, for 
instance, will be exempted and certain issues, where the 
main market is in the United States, will be exempted. 

MR, STEWART: So that those changes you are 
suggesting in the withholding tax would have a 
beneficial effect even while the interest equalization 
Pose tt Cl Lecu? 

MR. BEATTY+ Yes. 

COMMISSIONER PERRY: I think some people have 
said that the only way this tax can remain effective 
is that it not be enacted. It is the uncertainty which 
is giving it 1ts main effect. 

MR. REAY: That is true. 

THE CHAIRMAN: On the direct point of 
investment in Canada, according to the figures $525 
million are involved. If the present rate were 
continued, would that figure drop substantially because 


of the impact of this equalization tax? 
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MR. JAFFRAY: Is the question, Mr. 
Stewart, has the equalization tax already had a 
material effect on the flow of U.S. funds into 
Canada? 

THE CHAIRMAN: I drew attention to 
the $525 million in 1962, wondering to what extent 
that would be reduced. I was thinking of 1963 
or the carrent; year, by virtue of the equalization 
tax, 

MR, JAFFRAY: Since the summer of 
1953 there has been virtually no sale of new 
issues into the U.S. market. That is since the 
introduction, or threat of introduction, of the 
interest equalization tax, When it goes through 
it is anticipated that it will lift to an extent. 
But then there is the problem of how large it will 
be allowed to go in the U.S. Even if it is allowed 
to go by the U.S. authorities to the same dollar 
volume, it appears that it has increased the 
effective interest rate by one per cent. This is 
taking the long term end of the finance. 

MR. STEWART: Mr. Chairman, I should 
like to come back for a moment to your $525 million 
figure, which appears at page B5. This is a figure 
for direct foreign investment. 

MR. BEATTY: The equalization tax would 
have no effect on direct foreign investment. 

MR, STEWART: That is what I want to 
confirm, that where there is a 10 per cent interest 


or more in the Canadian company, the tax does not 


apply. 
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THE CHAIRMAN: Thank you. 

MR, STEWART: I propose, unless the 
Commission has further questions, to move on to 
Section D. 

COMMISSIONER GRANT: Just before you do 
that I should like to score one or two things on 
page C8, where you advocate the amendment of Section 
106, to the effect that the withholding tax, despite 
recent amendments, should be changed or restored 
to 5 per cent on provincial bonds and 5 per cent 
on municipal bonds, but would eliminate any with- 
holding tax whatsoever on interest payable in 
foreign currency or bonds guaranteed by the fovern- 
ment of Canada. 

Let us assume that that legislation 
was designed to keep the governments, the respective 
governments, from financing in the United States; 
in other words, from going to New York. The effect 
of that is that the government of Canada says, in 
its wisdom: "There is enough money in Canada here 
for your purposes; therefore we want you to do your 
financing in Canada. We are going to make it 
difficult for you to go to the United States". 

The result has been that we do not see 
our provincial governments or municipalities now 
going to New York for their financing. I think you 
agree with that? 

MR. REAY: Yes, 

COMMISSIONER GRANT: You probably would 
have no quarrel with this were it not for the fact 


that you feel that this dries up a source for placing 
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these bonds, In other words, the United States 
investor is not going to be interested in buying 
Canadian bonds which are going to be subject to 
the present proposal of tax. Therefore, your 
purpose in wishing this present Act changed and 
restored to what it used to be is more from the 
point of view of being able to market Canadian 
government securities in the United States for 
United States investors than it is with marketing 
the whole issue in the United States. 

MR, REAY: I believe that what we are 
concerned about is that the current problem being 
discussed in the papers is the attraction of 
Canadian equity investors. I think we rather 
feel that if we can sell some of our debt issues 
in the States it will leave Canadians with more 
money to invest in Canadian equities if we can 
make it attractive enough for them to do so. It 
is a matter of channelling the Canadians! money 
by not offering them so much of the Canadian debt 
securities. One reason for the differential in 
withholding rates is that many of the municipal 
issues, and I think provincial issues, are bought 
by exempt institutions in the States, and they do 
not have to pay normally income tax, and therefore 
have a good way of recovering the full 15 per cent 
withholding tax. 

COMMISSIONER GRANT: Well, from a selfish 
point of view, from the point of view of The 


Investment Dealers Association, you would probably 
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welcome the fact that an impediment has been placed 
on the placing of issues in the New York market 
directly by the government, In other words, it 
gives the members of The Investment Dealers an 
Opportunity to quote on these and to mark them in 
Canada. 

COMMISSIONER PERRY: I think most of 
them have New York offices. 

MR, GLASGOW: Also to the extent that 
there is only so much money in Canada. When we 
have exhausted that supply we have to go to the 
United States, I do not think that we welcome 
that, Mr. Grant. 

COMMISSIONER GRANT: Well, the fact that 
we have a peace ce ae coupon on our bonds here 
than we have in the United States might offset to 
some extent the disadvantage that the American 
investor is under when he is subject to a with- 
holding tax. 

MR. REAY: Yes, that is true. 

THE CHAIRMAN: I think you have put it 
around the other way. You said that the coupon 
had to be adjusted on account of the bax, ac 1 
read the submission. 

MR, REAY: In other words, if an American 
institution investor is offered a 5 per cent bond, 
the 15 per cent withholding tax is equal to .45 of 
one per cent, Actually it is three-quarters of 
one per cent. He already wants a differential in 


interest if the bonds are payable in Canadian funds, 
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which adds another differential of three-quarters of 
a point, to give him the same after tax yield. 

COMMISSIONER GRANT: My only point is 
that it is hard to accept your submission in this 
respect, that if it is good for Canada that we should 
do more of our debt financing in Canada there has 
to be some restriction placed on our governments 
going to a foreign country instead of placing 
those restrictions on the original issue. 

MR. BEATTY: This structure which we 
propose places the decision more firmly on the 
federal government than on the other levels of 
government, and creates the situation where govern- 
ments as a whole have been more favourable than 
other bodies, It places the responsibility for 
their decisions where it belongs. 

COMMISSIONER GRANT: If I understand your 
submission correctly, it is that we revert to our 
former position, which then means that there is 
nothing to prevent any of our provincial governments, 
or the Canadian government itself, from placing 
their issues in a foreign country if they wish to. 
That is, nothing before the amendment. 

MR, BEATTY: Nothing except -the 
differential in rate caused by the withholding tax. 

COMMISSIONER GRANT: It was the rate 
in effect when they did place the issue. 

MR, BEATTY: Yes, 

MR. STEWART: Now, gentlemen, Section D 


of your brief deals with the deductibility of financin 
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expenses, and I should like to put one or two simple 
cases to you just to be sure that we understand 

the matter, The first case is this. Let us assume 
that . obligations are issued by a company to an 
underwriter at 97, and then sold by the underwriter 
to the public at 100. Your point, as I understand 
it, is that as the underwriter is going to pay tax 
on the three points, the borrower should be 


permitted to deduct the three points. Is that 


correct? 

MR. REAY: Yes. 

MR. STEWART: Let me give you another 
case, In this case the issuing price to the 


underwriter is 96 and the sale price to the public 
is 99. There your suggestion, as I understand it, 
is that the spread, at any rate between 96 and 99, 
should be allowed to the issuing company as a 
deduction. Is that correct? 

MR. REAY: Yes. 

MR, STEWART: I think perhaps you go 
further and suggest that the whole four points be 
allowed to the issuing company as a deduction. Is 
that correct? 

THE CHAIRMAN: Is this paragraph 19, 

Mr. Stewart? 

MR, STEWART: I was looking at Section D 
as a whole, Mr. Chairman. When we look at page D9, 
recommendation (b), the second sentence is: 

"We suggest that all expenses related 

to raising debt capital, including 


discounts representing a commission 
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to an underwriter, and/or part of 
the compensation to a lender, should 


be allowed as a deduction," 


MR, REAY: That is correct. I was 
trying to find the word in the main park that 
perhaps amplified that, but I believe that Ls 80. 
Our reason behind that is that the issuing company 
has to repay $100, 

MR. STEWART: Yes, 

MR. REAY: In due course this extra 
dollar is part of his cost for borrowing the money. 

MR, STEWART: Are you suggesting that 
anyone should be taxable on their extra point? 

MR. BEATTY: You would certainly have 
to have some limitation on this, 

MR. STEWART: That is what I am coming 
to, Mr, Beatty. You appear to be suggesting that 
the company, in the simple second case T have given 
you, should be entitled to deduct the whole four 
points, and as investment dealers you cheerfully 
are prepared to assume liability for tax on three. 
However, I ami wondering who will be taxed on the 
balance of the discount, because if anyone is going 
to be taxed on the balance would there not be a 
considerable incentive to issuers to issue bonds 
at substantial discounts? 

MR, BEATTY: Well, there is currently 
a provision in the Income Tax Act which limits the 
extent to which a discount can be used as a tax-free 


income, That limitation is 50 per cent of the con- 
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tractual rate of interest. Presumably that would 
apply in this case as well. 

MR. STEWART: Which provision are you 
thinking of here? Are you not thinking of Section 7 
(2), which you refer to in your brief? 

MA BEAPTY2°o" Yes, 

MR, STEWART: Does that not apply only 
to a restricted number of issuers? Looking at 
Section 7 (2), at the moment the opening words 
appear to confine the scope of the section to persons 
exempt from tax under Section 62, which would include 
people like charities, a non-resident person not 
carrying on business in Canada, or a government, 
municipality, or municipal or other public body 
performing the function of government. So that 
this would not apply to the ordinary corporate issuer. 

MR, REAY: As it stands, that is correct. 
I think there would have to be some limitations, 
but there is not the incentive now to issue at 
large discounts because of the lack of deductibility 
of the discount. 

COMMISSIONER GRANT: Section 7 (2) has 
application here, has it not? 

MR, STEWART: That applies only to a 
restricted number of issuers. It does not apply 
to the ordinary corporate issue. 

MR, GLASGOW: I think, Mr. Stewart, 
that Section 7 (2) provides, in effect, for an 
obligation to issue at a discount after December 20; 
1960, by a tax exempt person, corporation, or govern- 


ment body. That carries a rate of less than 5 per 
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cent where the yield resulting from a discount 
exceeds the coupon by more than one-third. So that 
that would not apply to a rate better than 5 per 
cent. 

MR, STEWART: If you are looking at 
the section, Mr. Glasgow, I think you will find that 
the description of it at the bottom of page B5 
may not be completely accurate if the word 
"corporation" is supposed to refer to all 
corporations, However, that is something which 
you can check, 

May I ask you this. We had some 
submissions on this point not long ago from the 
Canadian Institute of Chartered Accountants. Trey 
Suggested that discount be dealt with in two ways. 
They suggested tat te underwriters! portion should 
be allowed to the company as it is brought into 
income by the underwriters concerned, Then they 
dealt with te balance of the discount. which in 
the second example I gave you would be the one point 
between 99 and 100. They suggested that this 
portion be deductible to the extent that it does 
not exceed the difference between par and the 
discounted value of the security if the security 
were issued at one-quarter of one per cent lower 
coupon rate than it is in fact being issued at. 

As I understand that suggestion it 
would mean that if there is a 6 per cent issue of 
corporate bonds at a discount, and these bonds are 
resold to the public at a discount, you would 


then consider the spread in price if those bonds 


oe hig a 
wr 


ov icine aa “oot orton 
~20 cast oro 1 ation: aah arene | 
vine nts soon ain gag nt EN | 
' sie ike sane He Mein eu pa ated 1 
. th yatioet ‘eat 0g he semen iM 
| yay poi’ Citw: HO Wnts re woweett Na iotdoee ods 
Ali Ae syea: te moezed aut Ya a2: te consainneuh edd 
prow aclth Ue stentinns yfetetqmos ad tent vast 
(fa. od stat fry boaogyss at “nottstoqies" 


USMW qiltditauee: af Meds. Tevewell satol texvoqi1os 


. 
rr 8 ; ‘taal ,voara mag HOY 
| enroi bade sured voy dae T MM 
Sr anger sais pa fen arian atat «ao adolesindie 
Vaull atmadiiedok benetaaty) To etudtdent ) malbsaa? 
ayew owl af wdtw Sheed et Pomooe th dat) bavesnague 
Piva of tad ‘suede errata, ad gera batesagve youl 
| srt Steven’ mt db a8 guages: edt gd Bewells na? 
| Rend pay bervcanne9 ond ioereban edd; ed.smoont 


| i 


| nt rgidw servooald edd) Ie apoe ted e'F doiw eles 
. (ERO ato eit sc NLeow woyleveg T elqtexe, haesse atts 

| att? dard hodeomaee eset 4 Or bas CC ceaswied | 
| aoa J) Jars Jratxes eda os siddts wbeb 4d cotdi1eg 
| ene bie ‘teq osewited esnetet Lib sey besoxe, ton 
he & ge lasinen. etc hh) (one eit, to sulev: hatavooakb 


4+ewol tna: req soo So sedasup-ene J@ bevel onew 


i ee emp: ai 


otk bocae gnled doe at el tf dade? e¢e2 Roques 

tt. potjespeug sed? hastaiebne 7 eA 
Lo uegdi ties “oq 0) 8 ef otend Th tacd neem bLiow 
ote, oitiod seaih bis, .tnvoc@lh, 8536 abded e2enogipe 
bhiow coy wtrvdoutty & (ta, ofldeg- aldo, bigaers 
phniad goons at eoteq ot Seewye ed? tebseqoo asde ‘. 


ty 


rnin! 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 16" O4, 


were issued at 5 3/4 per cent. If what you might 
call the public's portion of the discount did not 
exceed that spread, then it would be allowed to 

the issuing company. 

My first question on that basis would be: 
If we assume a 6 per cent issue on the one hand 
and apply this rule of determining the discounted 
value, if the rate were 5 3/4, what roughly would 
the difference be? 

MR, BEATTY: 23 per cent for a 20 year 
bond, 

MR. STEWART: So that that would mean, 
on this suggestion, that as long as the cost of 
the underwriter's portion of the discount on that 
type of issue did not exceed 24 per cent, this 
should be allowed the company. As far as you are 
concerned, does that suggestion make sense? 

MR. BEATTY: We would go along with 
that. It would serve most purposes. 

MR. REAY: I think that what we were 
driving at is this. Our difficulty in finding our 
way around is that this was written some time ago, 
this brief. I would have to go back to refresh 
my memory, but I think that we were concerned with 
Simplicity of the administration, that the bonds 
once sold tend to change hands thereafter. They 
have a relatively long term life, say 20 years, and 
they may pass through a number of hands between the 
time of issue and the time of maturity. The price 


at which they change hands varies, of course, with 
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interest rate at the time the transaction is 
effected. Therefore, although the issue may be 
originally sold at 99, it may change hands at 102, 

or at 95, or at almost any price. The problem of 
trying to follow this one point over the 20 year 
life of the bonds becomes very difficult in practice. 

MR, STEWART: I am sure that it would be 
practically impossible. Yet I can see that if this 
type of suggestion you are making was seriously 
considered there would have to be some limitation 
on the amount of discount, 

MR. REAY: Yes. 

MR, STEWART: I was just anxious to have 
your reaction to this one-quarter of one per cent 
Spread idea. 

MR, GLASGOW: It sounds very reasonable, 
I. think. 

MR, STEWART: You also suggest that 
premiums should be allowed, I take it there that 
it would also be reasonable that there should be 
some limitation on the amount of premium which should 
be allowed. I have not thought this through, but 
it may be that an allowance of premiums without 
restriction might be open to the same sort of 
abuse as the allowance of discounts without restrictio 
Would that be possible? 

MR. BEATTY: That is possible. The rule 
of thumb there is that the lender requires approxi- 
mately the dollar amount of one year's interest as 


his protection against premature call. So that would 
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be the limitation. 

MR, STEWART: Would it be feasible if 
premiums are being allowed to the issuing company 
to tax premiums in the hands of the recipilent,. or 
would this be subject to the same problem to which 


Mr. Reay has referred? 
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MR, STEWART: As bonds are presumably 
turned over, you would not know who to tax and how 
much to tax a particular person. 

MR. BEATTY: That is right. 

MR. STEWART: Would it not be fair to 
tax the ultimate recipient of the premium? 

MR. BEATTY: I do not think that would 
be fair. He must have paid the commission of the 
premium in excess of its face value. 

MR, STEWART: Well now, I would like 
to ask you a question about commissions on shares. 
Do they present the same type of problem as discount? 
One reason I asked the question is that if we are 
talking about shares, I take it they are not issued 
at a discount and the way the underwriter is 
remunerated is by the payment of the commission. 

MR. REAY: Par value shares are not 
issued to the underwriter at a discount, no, The 
underwriter is paid a commission depending on the 
other factors, The commission may be greater than 
his profit, He, in turn, may resell them at a 
discount. In other words, $100 par value share 
is purchased by an underwriter at $100, He has 
in turn paid a commission of perhaps $5, but he 
in his turn may resell these shares at $98 to the 
public so that his profit is the difference between 
the commission and discount. 

MR, STEWART: So that on that basis the 
problems with respect to commissions on shares would 


be somewhat similar to those on the issuance of 
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obligations. 

MR, REAY: We feel that the portion of 
the commission representing underwriter's profits 
should be allowed as an expense, The matter of 
the discount is somewhat different, the net discount, 
because there is no fixed time of repayment. 

THE CHAIRMAN: That is, a reduction in 
the amount received from the sale of the stock as 
such is not really an expense at all. Is that what 
you are saying? 

MR. REAY: It may not be the company, 
perhaps theoretically, never calls the stock. [In 
other words the company, taking the same example, 
put out a $100 par value share. It only receives 
$95, but $3 of that $5 is the underwriter's spread 
in profit and is, in effect, a cost to the company. 
The other $2 is not necessarily because the shares 
may remain outstanding ad infinitun, 

THE CHAIRMAN: It is not because the 
company has received $98 for its shares. It has 
incurred expenses of $3 which ought to be written 
Sp ge 

MR. REAY: That is correct. If they 
do some time in the future call the shares, of 
course, they would be obliged to repay $100, 

MR, STEWART: The company in fact has 
only received $95, 

THE CHAIRMAN: The point I was making 
to Mr. Reay was while the company has received $95, 
that is perfectly true, it has brought into its 
eapital, I think, $100, It would have brought 
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in $98 and taken off a charge against expenses of 
$3 so its capital account would be $98, 

MR. STEWART: The $100 would be reduced 
on the basis that the shares are issued at $100 
but in fact they must pay commission on the shares, 

THE CHAIRMAN: I am sorry. 

MR. STEWART: So that the company is 
purporting to pay a commission of $5, all of which 
is not retained by the underwriter, As far as 
the underwriter is concerned, he is paying $100, 

He is receiving $5 by way of so-called commission 
if you like, He is sustaining a loss of $2 on 
the resale of the shares. 

THE CHAIRMAN: There would be $100 
in the current stock account. There would be 
$5 less somewhere on the company's books of which 
$3, you are proposing, would be deducted for tax 
purposes, 

MR. REAY: Yes. 

MR. STEWART: I think Mr, Reay is 
proposing $5 be deducted for tax purposes, What 
obviously has to be considered is whether if Lt 
is reasonable to allow $3, it is also reasonable 
to allow $2, and if so, what limitation are we 
going to place? 

MR. REAY: I do not believe, Mr. Stewart, 
we are suggesting that the $3 underwriter's spread 
be allowed but that the $2 not be allowed, because 
there is no fixed time of repayment. In the case 


of debt securities there is and is more or less 
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security that the company will have to pay out of 
that extra dollar or two when they redeem their 
debt, but there is no fixed time for repayment 

of shares, 

THE CHAIRMAN: This is after all 
capital in stock, It is not a liability. 

MR. REAY: Yes. 

MR. STEWART: Well now, how do you 
explain in these circumstances the fact that as 
appears from your table on page D8, the underwriters’ 
portion of this commission, if we can call it that, 
the portion that the underwriter retains of this 
commission is not allowed in countries such as 
Great Britain and United States, 

MR. REAY: I think the answer to that 
is probably we feel that they are just as far behind 
the times as Canada. Perhaps they should change 
too. 

MR. STEWART: I think the other major 
question you raise in this section of your submission 
has to do with the deductibility of interest of 
money which is laid out to produce tax exempt income, 

Again, so that I can be sure we under- 
stand each other, I would like to put a simple 
proposition to you. Let us suppose that we 
have an operating company X in a particular industry 
which has a competitor, company Y in that same 
industry, and company X would like nothing better 
than to take over company Y. It cannot finance 


this acquisition internally, so it borrows money 
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from its bank or otherwise and proceeds to make 
a successful take-over bid and thus acquires all 
the shares of company Y and company Y is carried 
on as a separate operating subsidiary which pays 
taxes on its own income and let us assume that 
it makes profits and that it pays dividends to 
company X which under our present law are free 
from tax in the hands of company X. 

With this background, my first question 
at any rate is would it be logical under these 
circumstances to permit company X to deduct from 
its income the interest it paid on the amount it 
borrowed to acquire the shares of company Y? 

MR, REAY: In effect we are saying, yes. 
The interest on that money received by the lender, 
of course, is taxable. Therefore we feel the 
cost on the other side should be deductible. 

MR, STEWART: This would mean in the 
example I have given you that company X would be 
able for tax purposes to reduce or deduct from 
its own operating earnings the full amount of 
its interest, notwithstanding that any income is 
received from company Y would not come into the 
tax calculation at all. 

MR. REAY: That is correct. 

MR, STEWART: Well, you seem to suggest, 
Mr. Reay, that if that change were made, it would 
not affect tax revenues materially. I suggest to 
you that if a company such as company X were 


permitted to make this deduction, it would have an 
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extremely material effect on their incomes and on 
tax revenues, 

MR. REAY: Why? 

MR, STEWART: Why? Well, in the 
example I have given you let me assume that the 
pre-tax revenues of company X were $5 million 
and that the amount it has paid for the shres 
of company Y is $20 million, and that the whole 
amount was borrowed at 6 per cent. The amount 
of interest per annum is $1,200,000, If company X 
is permitted to deduct that $1,200,000 and if 
the effective tax rate is 50 per cent, the amount 
of its taxes is reduced by $600,000 which on a 
pre-tax income of $5 million is a substantial 
amount; and it seems to me this type of thing would 
be duplicated all over the country. 

MR. REAY: Does not the lender of the 
money receive interest and pay taxes on it? 

MR. STEWART: Yes. 

MR, BEATTY: Why should it be taxed 
twice? 

MR. REAY: Would not the $20rmillion 
have been borrowed if it were not a deductible 
expense? Would not the $20 million be borrowed 
if the $1,200,000 were not an expense? Surely 
we have cases where X and Y are related or inter- 
related, The total amount of profit, let us say, 
earned by X and Y is the same, If they become 
related, the total amount of profit earned there 
is an absolute figure and then added to that we 
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borrowing it, the lender pays tax on the interest 
and the borrower deducts it. Surely if we take 
the total picture, we have no change in the amount 
of tax that is paid. 

MR, STEWART: Does your suggestion come 
down to this, that you are suggesting in Section D 
of this submission that the recipient of an amount 
must bring that amount into income and the payer 
of the amount should be permitted to deduct it? 

MR, REAY: Generally speaking, yes. 

We have not attempted to carry that through going 
back to the question of discount on bonds because 
of the practical problems in pursuing it through. 

THE CHAIRMAN: I do not think you can 
carry that through in many matters under the 
Income Tax Act. People who are ‘selling machinery 
see thecincome from it and that is a capital cost 
on the other side. There are all kinds of incidents 
of that kind. 

MR. REAY: These are, of course, not 
deductible in any case in one lump sum, but you 
can argue this over a period of years they are a 
capital cost allowance. 

We are concerned, of course, that there 
seemed to be ways and means of getting around the 
intent of this section and that in fact it is not 
completely operative. 

THE CHAIRMAN: I must say I was 
attracted by your recommendation here, I am 


concerned, however, with the illustration raised 
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by Mr. Stewart in a different way actually than 
the way he raised it, We have a company here 
which is an operating company. It goes out and 
borrows a lot of money to buy shares of another 
company and that is a wholly owned subsidiary. 
That wholly owned subsidiary pays substantial 
dividends and the dividends go to offset the 
interest which the first company must pay on the 
borrowings. It seems to me in those circumstances 
the first company would as a result of that 
transaction pay less taxes than it was paying 
before it entered into the transaction because 
dividends paid are not taxable and the interest 
is deductible, under your proposition. is 1% 
fair that a company by virtue of that transaction 
reduce its liability for tax? 

MR. REAY: I do not think it is too 
dissimilar from the normal circumstance where a 
company has the same option of raising the debt 
or equity. If it chooses to raise debt, interest 
is deductible. 

THE CHAIRMAN: I think the tax law can 
virtually assume that if it raises debt and 
increases interest, it does go to receive a benefit, 
and normally such benefits result in taxable income, 
In this case there is a clear exemption under the 
Act, an exemption of end company shares, which 
results, I think, under the circumstance described 
by Mr. Stewart in that company receiving a distinct 


tax benefit because of that transaction, Therefore, 
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it would be encouraged to enter into these 
transactions, 

MR, REAY: I think what we are saying 
is that the fact that government revenues would 
be nullified by the lender paying taxes on interest; 

THE CHAIRMAN: Let us compare two companies 
that are exactly the same except one owns a 
subsidiary and receives dividends from that. 

That company would pay less tax than one which 
does not own a subsidiary. Is that fair? 

MR. REAY: May pay less taxes, but 
it has to pay the interest on the borrowed money. 

THE CHAIRMAN: It would pay less taxes 
under the circumstances described and it would 
deduct the interest on the borrowed money. 

MR. REAY: It will deduct the interest, 
but they have to pay it. The effect of the tax 
is only half the amount of the interest. 

THE CHAIRMAN: All right. They suffer 
a disability of having to pay interest but they 
receive the benefit of receiving dividends. 

MR, BEATTY: It is a business decision 
that the buyer of company Y is aware we will have 
to borrow money in order to effect the purchase 
or sell equity or use tetained earnings. 

THE CHAIRMAN: I couldn't agree more, 
but what I want to find out is whether the taxation 
remains neutral, or whether the taxation interferes 
with a business decision. I think, under the 
circumstances described, it interferes with business 


decision, 
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MR, STEWART: Mr. Beatty, if these 
inter-company dividends were not exempt, and company 
X went ahead with the transaction; the dividends 
which are received from company Y would be brought 
into company X. As far as company X is concerned, 
the dividends would offset the interest it paid 
to the bank, The bank would still be taxable 
on interest received, 

MR. BEATTY: If dividends were a 
deductible expense, the problem would not exist. 

MR, STEWART: This wuld complicate 
this still further, 

MR. BEATTY: Yes, 

MR, STEWART: I would like to look over 
the problem and the two examples which you give 
in Section D for illustrative purposes. The first 
is in paragraph 19 on page D6, You refer there 
to a possible means of avoidance of the non- 
deductibility of the underwriter's spread, and in 


the last sentence you say: 


"The only thing which would seem to 


prevent wide scale adoption of this 
practice is perhaps the reluctance 
ofthe public to buy bonds’ at a 
premium", 


Would part of that reluctance be due to this: 
that the purchaser you talk about there is paying 
tax on a 5 3/4 per cent coupon and ultimately 
having paid $103 for this particular bond and, 


let us assume to make it easy, he holds it to 
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maturity, he is going to take a three point loss 
on his investment. 

MR, REAY: That is correct, His 
yield is 54 per cent. Therefore he is paying 
tax on a cash income of 5 3/4 and gaining no 
benefit from the three point loss which in 
effect is a deduction equal to one-quarter per 
cent of his yield, a matter of after-tax yield. 

MR, STEWART: Moving on to paragraph 
24 --- 

COMMISSIONER GRANT: Before moving on, 
Mr. Stewart, may I ask a question? It runs in 
my mind that the commission which in the example 
on paragraph 19 states is not allowed as an 
underwriter's commission is not allowed as 
a deductible expense; that actually the borrower 
does claim that but he claims it over the life 
of the issue because if it is a 54 per cent 
issue, as it is here, for 20 years, he gets $97. 
He is paying interest on the basis of par, which 
is the equivalent of 5 3/4 per cent over the life 
of the issue, which is deductible as an expense; 
so is he not getting the benefit. of the commission 
which he paid to the underwriter? 

MR, REAY: To answer in terms of money 
rather than rates -- he is paying out X doltare 
in interest each year, which is deductible and at 
maturity he has to pay a further sum over that - 
which he originally received which is not 
deductible. yy 
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COMMISSIONER GRANT: His interest obli- 
gation is only on the part of bonds? 

MR. REAY: Yes, 

COMMISSIONER GRANT: The Income Tax Depart- 
ment does not say to him, "You have paid out 53 per 
cent interest on this bond, or its par value; but you 
have only received 97, and therefore we will only allo 
you to deduct the expense based on the money that you 
received." They do not say that? 

MR. REAY: No. 

COMMISSIONER GRANT: They allow him to 
deduct interest on money which he did not receive. 
Hasn't that the effect of amortizing the commission 
over the period of the issue? 

MR. REAY: No; this is why I say you should 
look at it in terms of money rather than rate. Whethe 
the rate that he pays out is 53 per cent or 5 3/4 per 
cent, he is allowed to deduct the amount “of money 
which he pays out as interest; but there is still the 
extra sum between the discount and par value that the 
borrower has to pay out at maturity... «This is: in 
addition to the dollar amount of interest that he 
has paid, and that amount is not deductible. 

COMMISSIONER GRANT: I still think, with 
deference, that he is allowed a deduction on interest 
for money which he has not received, and that must 
have an amortizing effect. 

MR. REAY: No; it has, in effect, in- 
creased his cost. In other words, if he is paying 
53 per cent -- 


COMMISSIONER GRANT: It increases his costs 
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for which he is permitted to deduct? 

MR. REAY: That is right; but he is not 
allowed to deduct the discount. 

COMMISSIONER GRANT: I think it has already 
been taken care of at maturity and there is nothing 
that could be done. 

MR, REAY: No. In effect, suppose the 
interest cost was $10,000. Whether you express this 
aS a rate on $100 or a rate on $97, it does not really 
make any difference. The eompany.. pays out the 
$10,000 and is permitted to deduct this from its taxabl 
income. However, materially there is a further amount 
of money that must be paid out in excess of the amount 
the borrowers may receive, which is not deductible. 

COMMISSIONER GRANT: At maturity of the issue. 

MR. JAFFRAY: I do not know if this helps 
at all, but let us take the illustration of the 54 
per cent bond at 97, or whatever it may be, Supposing 
the dollar differential is 97, or whatever it may be. 
Supposing the dollar differential is such as to equal 
a quarter of one per cent of the interest rate. If 
you moved the dollar price from 97, 96 or whatever it 
might be, up to par, the interest rate would go up by 
whatever the amount is. Let us, for this illustration, 
say a quarter of one per cent. That would be tax 
deductible. It does not become tax deductible by 
moving it from par down to 96, because the coupon has 
come down from, say, 5 3/4 to 53. I am not sure if 
this confuses, or helps. 

You can go to the other extreme, If you 


go to a premium -- and some private placements are 
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done on this basis -- where the company Sells at 103 
or 104, or whatever it might be, with a pretty healthy 
coupon which gives a net return on the same amount, 
the discount from 103 down to par then becomes tax 
deductible because it is buried in the coupon. It 
then becomes amortized. But if you just sell to the 
public a 53 per cent issue at par, with three points 
discount or something like that, that is not a tax 
deductible item, I don't think. 

COMMISSIONER GRANT: In the case of a bond 
that is sold at a premium, the borrower gets the 
benefit of the premium; he does not have to pay any 
interest on that? 


MR. JAFFRAY: Because it is only sold to a 


COMMISSIONER( GRANT: He gets the benefit 
of the premium, but he is not charged with paying 
interest on the premium? 

MR. BEATTY: No. 

COMMISSIONER PERRY: On this part of the 
discount that represents a non-commission which only 
appears at redemption, would you mntemplate a deductio 
for that at the time of the original issue, or an 
amortization of it over some reasonable period? 

MR, REAY: I think we would be content 
with amortizing it over the life of the debt. 

COMMISSIONER PERRY: Supposing it were an 
equity which had no pre-determinable life? 

MR. REAY: The underwriters spread? 

COMMISSIONER PERRY: No; the non-under- 


writer's spread, 
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MR. REAY: We are not proposing that in the 
case of equity issues the underwriter's Spread be 
changed, 

COMMISSIONER PERRY: On a bond you would 
agree to amortization over the term of the bond? 

MR, REAY: Yes, 

MR. STEWART: Now, gentlemen, in paragraph 
24 on page D-7, you give another example, and towards 
the bottom of the page you propose a rate of 5.18 per 
cent. At the top of the next page you have an alter- 
native rate of 5.54 per cent. 

If the way in which you arrived at the 
5.18 per cent can be explained extremely simply ver- 
bally, I would be grateful if you would explain it. 
On the other hand, if it is not capable of a very 
Simple explanation perhaps you could write the Secretary 
a letter indicating just how you arrive at that rate 
and the other rate on the next page, 

THE CHAIRMAN: I am sure the latter sug- 
gestion of yours, Mr. Stewart, would be perfectly 
acceptable, because I do not think the explanation 
is going to help us very much at the present time. 

You were thinking of making the record 
complete, more than anything else, I believe. 

MR, STEWART: That is right, Mr. Chairman. 

MR. REAY: If you wish, Mr. Stewart, I 
will make a note of that and will send you our com- 
putations, 

MR. STEWART: Thank you very much. Then 
I think we might pass on to Section E, Mr. Chairman, 


unless there are any other questions in regard to 
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THE CHAIRMAN: Let us go on to Section 


MR. STEWART: In Section E you are con- 
cerned about what has become Section 138(a) of the 
Income Tax Act and you recommend, in effect, that 
‘that particular provision be replaced by something 
along the lines of the United Kingdom provision, which 
is directed against surplus stripping. Is that the 
substance of it? 

MR. REAY: Yes, I think that is the sub- 
Stance of the latter part of the Submission. We are 
more in favour of the elimination of the problem 
through the elimination of double taxation than we are 
of just closing the loopholess'in certain distributions, 

MR. STEWART: Would you agree that the 
United Kingdom provisions to which you refer are very 
broad in their application? 

MR. REAY: Yes, I believe they are. 

MR. STEWART: In paragraph “13, 0n page E+ 
you refer to differences between the United Kingdom 
provisions and Section 138(a) and you suggest that the 
United Kingdom rules are not retroactive, and it seems 
to me that you are implying that the Canadian rules 
are retroactive. 

MR. REAY: I believe this was written 
before there was clarification of the law as it now 
stands, 

MR. STEWART: I see. 

MR. REAY: I believe there were rumours 


of clarification at the time, but it was not known 
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how the law would be clarified when this was written. 

MR. STEWART: Have you considered the 
detailed provisions of Section 138(a):as it has in 
fact been enacted; and if so, have you considered 
whether the section could be amended without too much 
difficulty to eliminate ministerial discretion alto- 
gether? 

THE CHAIRMAN: Mr. Stewart, are you not 
taking the witness into a rather tough legal situation 
which he may not be competent to deal with? 

MR, STEWART: That may be, Mr. Chairman. 

I do not want him to consider this afresh now, so to 
speak; I just wondered if they had thought about this 
particular point. 

MR. REAY: No, not with regard to Section 
138 as it finally is law. I think our main concern 
was the broadness of our wording and therefore the 
uncertainty in the minds of businessmen as to what 
they could, or could not do in contemplating what 
they think are perfectly normal business transactions. 

THE CHAIRMAN: May I ask a question in 
regard to this, Mr. Stewart. I assume that they looke 
at the English law and said that they believed that 
section Was preferable to ours. You did not draw 
attention to the fact that that law provides for a 
prior ruling. It provides the right to a taxpayer 
to go and ask just how the discretion will be exer- 
cised, 

Did you see that and decide it was not a 
good idea? 

MR. REAY: No, Mr. Chairman; that is an 
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area we have not covered in our brief. I believe we 
have commented on the matter of advance rulings in the 
part of our brief which is yet to be submitted to you. 

THE CHAIRMAN: Thank you. 

MR. GLASGOW: Mr. Jaffray might have some- 
thing to say on that, Mr. Chairman. 

MR. JAFFRAY: We advocate this policy very 
strongly, and in the portion of our brief which we 
Sincerely regret we just physically could not get 
completed in time we do suggest the ability of the 
taxpayer to get a prior ruling on any contentious or 
problem areas. 

THE CHAIRMAN: You apply that to the whole 
act? 

MR. JAFFRAY: We apply that to the whole 
act, yes, not just to one section. 

MR. STEWART: Going back to page E-3, 
paragraph 8, you refer to dividend stripping through 
the amalgamation route and you suggest that the use 
of amalgamations for dividend Stripping can be stopped 
by defining designated Surplus to include the undis- 
tributed incom of the predecessor companies. 

I would like to put this to you, that if 
you have a parent which has two Subsidiaries, and let 
US assume that both these subsidiaries have designated 
Surpluses,, then those two subsidiaries are amalga- 
mated I think your suggestion might be effective, 

But suppose the two subsidiaries are 
amalgamated with the parent company. I take it that 
your solution does not extend to that particular 


problem? 
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MR. REAY: I believe it does, Mr. Stewart. 

MR. STEWART: Well, Mr. Reay, let me make 
Sure that we understand each other. We have a parent 
company, "A", which has acquired two Subsidiaries, 
called "B" and "C", each of which has a designated 
surplus, with the result that pre-acquisition earnings 
cannot be moved up from either "B" or "C" to "A" with- 
out the payment of tax. If "A", "BY" and "Cc" are 
amalgamated, do we not eliminate designated surpluses 
altogether? 

MR. REAY: I believe what we are driving 
at is that the deSignated surplus would move to the 
parent and remain in the parent as a designated sur- 
plus. | 

MR. STEWART: Suppose the parent has no 
designated surplus? 

MR. REAY: It would have acquired one 
through the amalgamation of the subsidiaries "B" 
and "¢", 

MR, STEWART: But if the shares of the 
parent are held by individuals? 

MR, REAY: I think you have got me, 

THE CHAIRMAN: I do not think the point 
is of great importance, Mr. Stewart. 

MR. STEWART: No, I do not think it is, 
Mr. Chairman. We are trying to explore this problem 
together, and this was one question that occurred to 
me, 

THE CHAIRMAN: I think they are resting 
their case principally on the United Kingdom law, 


and I must say that is indeed a precedent when we are 
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considering one that is worth consideration, 

MR. STEWART: Then in paragraph 9 you 
Suggest that in order to stop stripping through the 
division of shares. into voting and non-voting shares 
we might tackle the problem by referring to the amount 
of dividends received, rather than the numbers of 
voting shares held. 

Would there not be a risk there that the 
non-voting shares might come into the hands of more 
than one person, so that no individual dia receive 


as much as one-half the voting shares? 
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Here again I am attempting to suggest that the real 
solution may be difficult to come by. 

MR. GLASGOW: Is not the dollar amount paid, 
rather than the distribution of the dividend? Regard- 
less of the number of Shareholders, if you py $10,000 
for one class it does not matter how many shareholders 
there are as compared with the $2,000 for the other 
class. That has been the weakness, I think, in that. 

MR. STEWART: We can consider that sug- 
gestion further. Then I have no other questions on 
Section E.,. 

THE CHAIRMAN: Is there any purpose in 
proceeding with section F? It seems to me that we 
are not much concerned with provincial taxes. 

MR. STEWART: I think that is so. I take 
it that in substance you gentlemen regard this as a 
nuisance tax which does not produce much revenue and 
deve not serve any other purpose. Is that the sub- 
Stance of it? 

MR. REAY: That is about the substance of 
it, yes. 

THE CHAIRMAN: Mr. Glasgow, we have no 
authority to recommend on provincial taxes. TI am sure 
that if we were to do so our recommendations would be 
treated in the way they deserve, under those circum- 
stances. 

MR, GLASGOW: We queried that, Mr. Chairman. 
We had the impression that it was the broad field of 
provincial as well as federal taxes. 

THE CHAIRMAN: I think you are correct. 


We must look at all taxes in order to recommend on 
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federal taxes. Obviously: if one is concerned with 

the economic effects of taxation in Canada one has to 
deal with all taxes to which the Canadian taxpayers 
are subject. But I think that our instruction is that 
we report to the federal government only on government 
taxes. 

MR. GLASGOW: I think our basic point, for 
what value it may be, is that it is a nuisance tax 
and is a duplication from one dealer to another, 

COMMISSIONER GRANT: I think I might say 
that this duty is of greater annoyance to people 
living outside the province of Quebec and Ontario. 

THE CHAIRMAN: Well, I hope you carry 
your complaints on provincial taxes to all provincial 
taxation commissions. 

MR. REAY: We are doing so, sir. 

MR. GLASGOW: This has been a great 
privilege, Mr. Chairman and gentlemen, to have had 
Such an interesting hearing, and we hope that our 
comments and recommendations may be of some value 
to you. We look forward to sending along the second 
part of our study. 

THE CHAIRMAN: Mr, Glasgow, I should like 
both to commend you and toithank you. I should like 
to commend you first for the very high quality of 
your submission. I am not Surprised that your Taxatio 
Committee was able to demonstrate the skill it did on 
account of the background of its Chairman, whom I 
would have suspected anyway would do very well. Thank 
you for the assistance you have given us today. We 


have all been looking forward to this a great deal, 


haar . 


we + ee : 4 Tres, a0 ai Un ; Bik " a ro 
‘ ' { 1 a : ‘ UF ‘ oo) mi a) 7 - oat 1s A ae 5 Par 


uae pubbecs9 ast sats of nexet Ete dete ieobi ‘ 
sate, a riehiadens ao tact aaket T eu > ydeotdos ana. 


; | : , boxney 


Ah, Hog niaad we valde XL RWODAALO | FM 


ts? ectinatudt es «hb #2 dad ef .pd) yam th onlay Penw 


-seitoat od seteokh eam mont aeiteotiqud & al Das 
) yea tegen Lovet. . yea MEMOTeRTINOD 
| fgoag od pomeyorss aeteers to «f yuh wigs Ferkd 
| ei rte: ~er Hota Bw eVAkyouq eds elleyvo gaivis 
vertias boy eon 2 cilew SAMARIA Sot 
Luboniveny Lik 4). gered Lakenitvorg mo. afotetigmnoo may 
ato leat: no levered 
ta os. waited) otra. eM €YARA> 5m 
footy a cee wert tre! a WONeA 43M 
pall 2) 2 prOnwl ete, Boe: maar oh .ooelivigg 
“uO Jacks eqot ewoome .BRiaACd ant, 


ou lz roy Ye ee ven ano ttaboomaoces Daa arnoniies 


binge ec! cols gatbawa of Gaawiot deol oF Hey ae 
hide “uo to .dee 

125 Ktooda I .weyeeli: va 7 AANLARO Gino) 
| , Blepedts 1 «fey Acesitved: bie Moy pasmmom OF Toe 


0 Uli leu ata yrov em, 102 Jaxt? soy Drona oF 

eT suey gedt healrquna gom ma T co leniodia aOy © 

4 Be a offiehte att of¢exrtecomefiiod side asw oots Inmey 

fi watand adi %0 Beveweiored e@f7 oOo JaNeage 

beat Law vaer'ob Bbivew yevyna Peraeqane ev hi Sb Lwow 
| " ve + ep Wwoviu saved voy eonateiaas ony “6% iv 


ey 2 atde of bum, gael deel, Lia evan 


ANGUS, STONEHOUSE & CO. LTD. 7729 
TORONTO, ONTARIO 


because we want to get into the area of the security 
market place, and this represents the first time that 
we have actually done so. This has been a most useful 
morning to us, and thank you very much indeed, gentle- 
men... ©.’ 


We will now stand over until 2:15 p.m. 


--- Luncheon recess, 
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--- The hearing commenced at 2.15 p.m. 


SUBMISSION OF: THE TORONTO STOCK EXCHANGE 


APPEARANCES: Lieutenant General Howard D. 
Graham, C.B.E., Q.C., President. 
Marshal Stearns, Vice-President of 


\ the Board of Governors, 


THE CHAIRMAN: I think we are ready, 
Mr, Secretary. 

THE SECRETARY: Mr. Chairman and 
Commissioners, the second brief today is being 
presented by the Toronto Stock Exchange. Lieutenant 
General Howard D. Graham, C.B.E., Q.C., President 
of the Toronto Stock Exchange, is here to speak 
to the brief, together with his colleague, Mr. 
Marshal Stearns, Vice-President of the Board of 
Governors, 

Mr. Chairman, I would like to enter 


this brief into the record as Exhibit 303. 


--- EXHIBIT NO, 303: Brief of The 


Toronto Stock Exchange, 


THE CHAIRMAN: Good afternoon, Mr. 
Stearns and General Graham. We are delighted to 
have you and are very grateful for what you have 
already given us, We would like to examine with 
considerable care what you have put before us, 


and for that purpose we have asked our counsel, 
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Mr, Stewart, to put the questions, 

Up until now we have not had as much 
inquiry into our security markets as might have 
been helpful. If we have not had the opportunity 
before, we have it this afternoon, I daresay 
our staff have done some work on it. Before we 
proceed to the questioning, would you gentlemen 
care to say anything to us? 

GEN. GRAHAM: Mr. Chairman, “lady and 
gentlemen, there is not very much that we have 
to say in the way of an opening statement, The 
gist of the brief and the burden of our argument 
is that we feel there should be more Canadian 
owners of shares of Canadian corporations, and 
we would like to see some changes in tax policy 
which would encourage more Canadians to buy Canadian 
shares, 

We appreciate that as it happens we 
might have more buyers running after shares than 
is perhaps a good thing, and therefore as a 
corollary to having more share owners we appreciate 
that we need more shares. So we would like to see 
some change in the tax policy which would encourage 
the issuing of more equities by Canadian corporations. 
How this is to be done, of course, we appreciate 
is a very difficult matter, 

We feel that there is a great scarcity 
of information with regard to share trading and 
share ownership in Canada, Since the brief was 
written we have uncovered a few statistics which 


we will perhaps give you a little later on in 
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answering some of the questions, 

I am afraid that we have not made any 
specific recommendation, We have simply made 
Suggestions, because we felt that to recommend 
that a tax should be 30 per cent, or something 
of that kind, would really be going further than 
we could possibly go with the knowledge that we 
have available to us. 

THE CHAIRMAN: Thank you, General. 
When you suggest to us that there ought to be 
tax changes to encourage Canadians to own more 
Canadian shares, my mind immediately rushes to 
what is the ultimate. The ultimate would be to 
remove all taxes, I suppose, from corporations, 
from dividends; and what would be the result of 
that? Would Canadians own more shares? Would 
there be more shares? Would the price of shares 
simply go up? Would the market simply make an 
adjustment and would we end up with the same. number 
of shares and the same number of people? 

GEN, GRAHAM: These are the things 
that we do not know, Mr, Chairman, to be quite 
frank, Some of the suggestions we have made 
in the brief, such as increasing the overeat 
or allowing a certain amount of dividends to be 
tax free completely, whether this would result 
in more people buying more shares, we do not know, 
and nobody else does really. But the assumption 
is that it would. 

THE CHAIRMAN: We have heard many 
times that it would, but I do not clearly understand 
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why it would, As we proceed with our questions, 
perhaps Mr. Stewart will eélucidate something from 
you and obtain some answers to this question. 

Yes, Mr. Stewart. 

MR, STEWART: Thank you, Mr. Chairman. 
General Graham, I think you were present for at 
least the greater part of this morning's hearing, 
so that you will have heard some of the discussion 
that we had with the representatives of another 
organization, I will be able, as a result, to 
shorten my questions to some extent. 

I take it that when we look at Canadian 
equities at the moment, it would be fair to say 
that, judged by the traditional yardsticks of 
value they are selling at generally high prices? 

GEN, GRAHAM: Yes, I would say so. 

MR, STEWART: That the yields on high 
grade or blue chip Canadian stocks are now materially 
lower than yields on bonds, 

GEN, GRAHAM; Yes. 

MR, STEWART: That this is a situation 
which in the past, at any rate, has been regarded 
as abnormal; that is, that stock yields should 
be below bond yields? 

THE CHAIRMAN: How far back, Mr. Stewart? 

MR, STEWART: Let us go back to the 
period prior to the introduction of the dividend 
tax credit, which I suppose may have had an effect 
on this in Canada. Up until, say, ten years ago 


I take it one would have expected that stocks would 
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sell on a higher yield basis than bonds; would that 
be correct? 

GEN. GRAHAM: I would think so. 

MR. STEARNS: On the basis of risk. 
That is, you have intimated the fact that the tax 
credit came in, which was a counter-balancing 
situation, This situation started from that. 

In other words, the spread narrowed and ultimately 
the equities went ahead of them because of the 
scarcity of them, we think, 

MR. STEWART: Then, as was discussed 
this morning and as you have just suggested, when 
we contemplate increasing ownership of Canadian 
equities by Canadians we have to consider the 
supply situation as well as the demand situation? 

GEN. GRAHAM: Trt is right. 

MR. STEWART: Would it be fair to say 
that the suggestions you have made in your sub- 
mission are essentially directed at increasing 
demand rather than increasing supply? 

GEN, GRAHAM: I think perhaps we 
emphasize increasing the demand more than we 
emphasize increasing the supply, although we 
have referred to increasing the supply by exempting 
dividends from corporation tax. 

MR. STEWART: Yes. That particular 
Suggestion might, as we were saying this morning, 
have the effect of increasing corporate distributions 
and increasing offerings by corporations of equity 
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GEN, GRAHAM: We think that it should, 
yes. 

MR, STEWART: Your first two specific 
proposals in paragraph 4 of your submission, starting 
at the bottom of page 2, relate to the granting 
to Canadian individuals of complete, or substantial 
exemptions from tax on dividends from Canadian 
companies. 

GEN. GRAHAM: Yes, 

MR. STEWART: Had you assumed in making 
those recommendations that the level of corporation 
taxes would remain the same? 

GEN. GRAHAM: Yes. 

MR, STEWART: Then would the adoption 
of your proposals not mean that there would be 
inequity; that is, a lack of equity, as between 
individuals with different types of income? 

What I have in mind is that if you 
had two individuals who had incomes of $20,000, 
one of whom obtained his income from salaried 
employment and the other obtained his from dividends 
from Canadian companies, these people would be 
subject to radically different taxation? 

GEN, GRAHAM: Yes, I think that would 
be true. But is that not true now, to some 
extent at least? 

MR, STEWART: I take it that what you 
have in mind is that at the moment the individual 
with the dividend income has the dividend tax credit? 


GEN. GRAHAM: Yes. 
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MR, STEWART: Whereas the other person 
does not. But you are going to accentuate this 
distinction quite materially? 

GEN, GRAHAM: That is right. 

THE CHAIRMAN: Of course, the theory 
now is that the dividend tax credit goes some way 
to offsetting double tax, and therefore tends to 
equate the investment income to earnings? 

GEN, GRAHAM: That is right, Mr. Chairman. 

MR. STEWART: Or to equate the taxation 
of corporate income on the one hand with the 
taxation of other income on the other? 

MR, STEARNS: Might that also not lead 
to the person with the $20,000 income looking to 
a saving to get himself in the position of making 
investments and joining the group of equity owners, 
which we think is highly desirable? It makes it 
more of an inducement for him to come in. It is 
not that he stands alone, but we hope this incentive 
will pry him loose and will mean his participation 
in that in which he does not now participate. 

THE CHAIRMAN: Mr, Stewart is asking, 
"Would not this be discrimination?" You are saying, 
"Yes, it is discrimination, but we think it is in 
the country's interest to discriminate"? 

MR, STEARNS: That is right. I do 
not think we can deny that it is discrimination. 

MR, STEWART: At the moment I think 
we can take it that it is the well-to-do section 


of the community which is most likely to have 
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dividend income, 

GEN, GRAHAM: Yes, Inquiries we have 
made indicate that one might expect that the higher 
the income and the more wealthy the individual, 
the more equities he owns. 

MR. STEARNS: And in the United States 
there is another item; the more education, the 
more equity ownership. 

THE CHAIRMAN: You saw that survey in 
the New York Stock Exchange the other day as to 
the distribution of ownership by income groups? 

GEN, GRAHAM: Yes, 

THE CHAIRMAN: What would be the position 
in Canada; have you any idea? 

GEN, GRAHAM; No. 

THE CHAIRMAN: Has anybody made a survey 
of the situation in Canada? 

GEN, GRAHAM: We made a survey a year 
or two ago, but on a very small basis. I think 
only 700 people were questioned. They were all in 
the metropolitan area of Toronto. For what it is 
worth, I could give you some of the things we 
learned, 

THE CHAIRMAN: I would like to have 
that information. 

GEN, GRAHAM: The following information 
was obtained from interviewing 700 adults, men 
and women both, in the upper and the upper middle 
and lower middle income groups, 

The lower income group was not surveyed 


and constitutes about 20 per cent of the national 
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total. In stating their choice of investment 
Stock best for Canadian families, 48.6 per cent 
Said government bonds; 21.1 per cent said life 
insurance; 16.7 per cent said mortgages; 6.1 per 
cent said bank account; 5.9 per cent said real 
estate, and 5 per cent said common stock, 

THE CHAIRMAN: What was the question 
put to them? Do you have it there? 

GEN, GRAHAM: I have not the exact 
question, except that I assume it was in the 
form of, "What type of investment do you think 
would be most suitable for yourself?", 

MR, STEARNS: i think the question 
was, what was considered most suitable for family 
investment, and the answer was that only 5 per 
cent considered equity ownership. 

THE CHAIRMAN: Would it not have to be, 
"The investment of your family's funds, "? 

MR. STEARNS: I think that could have 
been it, I am sorry, Mr. Chairman, but we have 
not the actual question. 

THE CHAIRMAN: It might have been that, 
or it may have been related to a family. But I 
suggest that if you were framing your question 
for the purposes that you desired, it would have 
been directed to "your family". 

MR. STEARNS: I think so. I am sure 
the answer reflected that, anyway. 

GEN, GRAHAM: We felt that the survey 
in the United States would perhaps result in much 


the same percentages. I do not know whether this 
is right or not. , 
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THE CHAIRMAN: Yes. It Sought to solicit 


other information, namely to what extent people in 
the $5,000.00 to $10,000 brackets invested, the people 
in the $10,000.00 to $20,000.00 brackets invested, and 
so on. It was found to be encouraging that people 
down in the income scale were investing their money. 
Of course, the further up you went the higher proportion 
of people invested, as would be expected, but I was 
Surprised to see people in relatively low income 
brackets were investors, 

GEN, GRAHAM: I have the figures from the 
1959 United States survey, and people in the under 
$3,000,00 income bracket, 2.5 per cent of them were 
Shareholders, In the $3,000.00 to $5,000.00 bracket, 
5.6 per cent; $5,000.00 to $7,000.00, 6.2 per cent; 
in the brackets from $7,500.00 to $10,000.00, 14 per 
cent were shareholders. Then from $10,000.00 to 
$15,000.00, 15 per cent; $15,000.00 to $25,000.00 
you notice a big jump to 26.9 per cent; and then 
$25,000.00 and over, 36 per cent. So it is evident 
that --- 

THE CHAIRMAN: Your Canadian survey did not 
seek that kind of information, did it? 

MR, STEARNS: We did not break it down to 
income groups, nor to the class of employment, nor 
to the general distribution of income, Our experiment 
was just a spot check of 700 people in metropolitan 
Toronto. 

THE CHAIRMAN; You were not looking for that 


kind of thing? 


i 
‘ 


Vrs Ses laste em eine web Mead ROO LOLE ooeeo!, OO LAR emt” 


: > . ) 
. 4 ' ’ ; 7 
ar ia ‘ * 
F ; 4 A ~ Nits Is 
5 ape ‘ 
Pe # i q Fl | “ rf aay 


| se ae ORE ee 
MiGklok OF GRYvoe OL. aeT VT RAMATARY Se) ely * 


ite SLgooR) Sree | Pare ut Clewen (nottnaxo tat Tutte. 4 


chien wataewor \ateioekd BOW ORZ ot 00.000 .45y: edt ag 


viqeoy Tat ae yacdoqne rad et feaye'T wan’ 7 no 2 
. Yea Qi wee Bbit, Awe otuw efeos .srood! bit af ome 
. i} 


a” Sereda v4 rotate, side UNSW Woy ga Teridiws) Sal), sotwoo 2p 


tid . 85) deqme sd Bisow sa .fSeteeval ofG¢osy- ma 


z& 


svaorbr wOL, Clee eImler we Slqued spe oF heslogsee 
,@7otsaeovral onsen steiorde 
if ‘Tbe 7a? She Fae J iMATIAHE ~ UKE 


iT OL Showy Piet’  yovind eetads be7ing eae 


oj Cy DU oATE a0 mm of, ae 

° OH vee OS OO LOOD Fe Oe. tT Teo loneimas 
AJ a, . ’ * my 4 ‘ q 

eye Oe 00.000 ce , TS Ogg 


# b \ y "] ‘ 1 . 
- ‘Lt oo. or ey we" \ ; oe ic ae | U W~ 


rony Hy eOlo0 etsak WW LD 


i} 
1 
7 1! 
ti 
t 


f ! ( ’ } qj if | eo" 
» 4 
‘ } "og 
| 
sinttous fon sine wet \AMATL AHO et 


ryett ho Tie 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 7740 


MR, STEARNS: No, sir. I remember you 
mentioned to me the other day that you were interested 
in that, and we did our best and this is what we came 
up with. You have not got all of this material. 

MR, STEWART: At the outset, at any rate, 
the adoption of these particular proposals would 
benefit the well-to-do classes in the community more 
than the others. 

GEN, GRAHAM: That is right, 

MR, STEWART: Have you considered what 
effect these proposals would have on the prices of 
Canadian equities? 

GEN. GRAHAM: Mr, Stewart, as I intimated I 
do not think there is any doubt that the result of 
greater tax credits, unless more shares became 
avallable, would result in a low yield. 

MR, STEWART: Yes. Would it also follow 
that if investment were shifted from bonds to stocks, 
not only would the price of shares tend to rise but 
the prices of bonds would tend to fall? 

GEN, GRAHAM: I do not know. I think one 
would hope that there would be an off-setting adjustment 
there, But I would hope that eventually companies 
would issue more shares and have less debt financing, 
and since more shares were issued you would not have 
reduction in yield or increase in price of the shares. 
With your debt financing, I cannot say what the result 
would be, but I think it would hold it steady. 

MR, STEARNS: Would not a lot depend on the 


amount of money available for investment and the limits? 
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We made the point that institutions are probably the 
most important share owners so far as dissipation in 
the control of Canadian companies is concerned. ae: 
they are limited and if they have available funds, 
perhaps they have enough to do that as well as take 
care of the debt situation. 

MR. STEWART: Yes. There would be a 
tendency, I suppose, as we are now talking pwimarily 
about individuals in the upper income brackets -- 
dealing with your recommendations (a) and (b) -- to 
shift into stocks or equities. If we looked at the 
consequences of that shift in isolation, as I 
appreciate we cannot, but thinking of that force alone 
I take it that as far as bond prices are concerned 
it could only have a weakening effect. 

MR, STEARNS: Yes. There would be less 
money available for funds, that is right, 

MR, STEWART: If the overall results turned 
out to be that the prices of stock rose and the prices 
of bonds either remained stationery or sell to some 
extent, is it possible that people in the low income 
groups would shift from stocks into bonds? 

GEN. GRAHAM: Well, that is very difficult 
to answer, 

MR, STEWART: I think it is a pertinent 
question, General, because if the object of this 
exercise is to encourage Canadian ownership of equities, 
and all we succeeded in doing was to increase the 
holdings of equities by the well-to-do, you would be 


accomplishing your objective only in a limited sense. 
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MR, STEARNS: I think we feel that the lower 
income tax group today could be more interested in 
debt then they are in equities. That situation would 
be perpetuated, In other words, they are attracted 
by the yield. Being in the low income tax group they 
are attracted by the yield of their bonds and debt 
Securities and are not looking at the depreciation 
So much, 

MR, STEWART: Have you any idea as to the 
net effect that this type of tax change would have 
on foreign investment in Canada, either in bonds or 
in shares? 

GEN, GRAHAM: I do not think that we can 
express any opinion. We assume, though, that if more 
Canadians bought Canadian shares there would be fewer 
avallable for foreigners, 

MR, STEARNS: You are assuming no 
equalization tax and that our biggest people might have 
the biggest interest in our market at the present 
time? 

MR. STEWART: I would be perfectly happy to 
deal with the question without regard to the interest 
equalization tax, Therefore, let us forget about 
that for the moment. I am just speculating or asking 
you to speculate as to what the average foreign 
investor would be likely to do in the circumstances. 
If the prices of Canadian equities rose, presumably he 
would be less interested, If the prices of Canadian 
bonds sell, presumably he would be more interested 


in the bonds. I wondered if you had worked this out 
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in your mind and what you anticipated the net effect 
might be, 

MR, STEARNS: I say that if you did not have 
the income tax credit it would be available to the 
Canadian shareholder, Obviously as they went higher 
I would presume that he would consider the bonds 
more attractive to him, 

MR, STEWART: As far as Canadian investment 
abroad is concerned, Canadian portfolio investment 
abroad, I take it that the effect of this might be to 
cause some of that capital to be repatriated. Do you 
agree with that? 

GEN. GRAHAM: Yes, I think that is the 
assumption. 

MR, STEWART: These changes which you suggest 
in (a) and (b) would necessarily have some effect on 
the revenue. Have you estimated what that effect 
would be, and have you any thought as to how the 
deficiency would be made up? 

GEN, GRAHAM: Mr. Stewart and gentlemen, that 
is the one reason why we were so cautious in our 
brief. We realized the revenue had to be found, and we 
have really done nothing more than to suggest ways 
in which we think a Canadian would be more inclined 
to buy Canadian equities. How far any government can 
go in meeting the suggestion we have made one does 
not know, of course, 

COMMISSIONER WALLS: If I might just interrupt 
there, Mr. Stewart, I have worked out that in 1960 the 


income from dividends reported by individuals was 
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$314 million. If you increase the dividend credit 
from 20 to 50 per cent, as suggested in (11), it would 
mean a loss of revenue of almost $100 million a year, 

MR, STEWART: Thank you, Mr. Walls. If we 
move on to your recommendations with regard to the 
Canadian institutions which appear in paragraphs (c) 
and (d), you indicate, among other things, that you 
would like to discourage foreign investment by such 
institutions. 

GEN. GRAHAM: Up to a point, yes. I would 
not want the Commission to get the wrong impression, 
It is not so much that we discourage the institutions 
from foreign investment, so much as that we would like 
to encourage them to put more into Canadian equities. 

MR.STEWART: Well, so far as foreign 
investment by these institutions is concerned, do you 
consider that there is an adequate range of securities 
available in Canada for what we call, broadly, 
institutions? 

GEN, GRAHAM: If I may speak first to this 
for a moment, frankly I do not know and I doubt whether 
anyone else knows. But I would say that if any 
large amount was made available by these institutions 
for the purchase of Canadian equities today, there 
might not be sufficient equities available short of a 
major disturbance in the market, increase in price 
and decrease in return, and so on. Our hope would 
be that some policy might be instituted which, over 
a period of time, would result in more equities being 


made available and more money being made available to 
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buy them than the money which is now coming from 
our own insurance companies and bigger companies, which 
perhaps are investing more in foreign securities and 
less in Canada. But this is not something which would 
happen overnight, and how it can be done we do not 
know. Perhaps we are at fault in not knowing that. 
However, I do not know that anyone knows it. Perhaps 
it is time that tax policy should be designed to try 
and see Whether a change would result in what we 
Should like to have in Caneda, and what I believe 
the government would like to have. 
THE CHAIRMAN: A greater supply of securities. 
MR, STEWART: I am not sure, General, that 
I made my question clear. I was really concerned with 
this point. Let us look at this from the point of 
view of a Canadian institution which has equity 
funds available fro investment. Presumably that 
institution wishes to give its policyholders, or 
whoever it is it is working for, the best investment 
portfolio it can. Can it acquire the best 
investment portfolio at the present time if it confines 
its purchases to Canadian equities? 
GEN, GRAHAM: I really do not know the 
answer to that question, Mr, Stewart. Some of my 
associates who know more about investment of 
insurance funds than I do have suggested, and we have 
included the suggestion in our brief here in one 
of the paragraphs, that the number of equity 
investments which might be purchased by insurance 


companies, and so on, should be increased; that the 
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list has not been altered for a long time and needs 
reviewing. If that were done perhaps it would assist 
to some extent. 

MR, STEWART: I have been reading articles 
in the financial press which are to this elfTrectin iy 
think, or which make these particular points: that 
there are some industries in which the manager of an 
investment portfolio would like to have representation 
Which simply does not exist in Canada. There are no 
securities listed on Canadian stock exchanges in 
Some industries, 

Another point which I have seen made in the 
press is that if you were buying securities or shares 
in the quantities in which large institutions buy 
them, Canadian markets are so thin that it may not be 
good business to take positions in some Canadian 
securities, 

GEN, GRAHAM: We realize that. 

MR, STEWART: There is something in both 
those points, is there? 

GEN, GRAHAM: Yes. 

MR, STEWART: You are in agreement are you, 
Mr. Stearns? 

MR. STEARNS: Yes, but there are rules 
relating to trustee investment. There are perhaps 
Some companies where there could be relaxation of 
those rules, which would make more companies available 
to those institutions in which they can invest. 

THE CHAIRMAN: When you talk of the thiness 


of the market, I suppose it means what is available to 
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buy? There just is not a sufficient Supply. 

MR, STEARNS: There are too many people 
chasing the same little companies. That is one of 
the problems, 

THE CHAIRMAN: That is what I was coming 
to. What is the supply? We have been talking about 
that quite a lot. Are there any figures -- [ 
Suppose there are and I suppose they are obtainable -- 
to show us quantitatively what is the total value of 
listed equities in Canada available for purchase? 
What is the turnover of these? What is the ebb and 
flow? What is the annual increase or decrease? 
Would it not be interesting to look at this supply 
and to see quantitatively whether there is a short 
Supply: Perhaps figures are available which I just 
have not seen. 

GEN. GRAHAM: Our friends from Montreal 
have that information in their brief, in the schedules 
I believe. It shows the growth of the equity supply 
from 1948 to 1960, 

THE CHAIRMAN: I do not think it shows what 
I am looking for. When I talk of thequantity of 
securities I am thinking of the market value of the 
security listed rather than the number of shares 
which are listed. I do not think that is in the 
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MR. STEWART: Would you know, General, 
what is the market value of all securities listed on 
your Exchange? 

GEN, GRAHAM: We should know, but I have 
not the figures in my hand, 

MR, STEARNS: We could get that very easily, 
Mr. Chairman, 

COMMISSIONER PERRY: It has changed today 
anyway. It changes everyday. 

THE CHAIRMAN: It must be immense. If we 
are talking about billions of dollars, I would like 
to know how many billions of dollars we are talking 
about. I would like to know whether the daily buying 
is a large proportion, or whether it is a small pro- 
portion; whether it turns over once a year, or ten 
times a year; whether we are adding to it substantiall 
year by year, or what is the position. I suspect that 
we do add to it Substantially year by year. 

MR. STEARNS: Are you Speaking of all 
equities, Mr. Chairman, or the equities available to 
institutions? | 

THE CHAIRMAN: I am talking of all equities 
listed on the Exchange; the total Supply which is 
available for people to buy. Well, that is not quite 
right, because it is not all offered for sale. 

MR. STEWART: Would there also be figures 
as to what we might call the available Supply of these 
securities? For example, I think I.B.M3)has . 
recently listed on the Toronto Stock Exchange, which 
would mean that the value of all securities listed on 


that Exchange rose very materially, but the number of 
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shares of I.B.M. which is available to Canadians at 
current market price would be a small fraction of the 
total of issued shares of that company. 

MR. STEARNS: It would be very difficult 
for us to find out, I think, just what would be 
available in Canada from I.B.M. 

GEN. GRAHAM: I do not get the point as 
to what will be accomplished by knowing how many 
billion dollars worth of shares are listed on an 
Exchange, 

THE CHAIRMAN: I do not know that it will 
accomplish anything whatsoever, but I keep on 
hearing that the Supply is inadequate; it is a thin | 
market. Surely these things are capable of measure- 
ment, and if so, we would like to know the position. 

MR. STEARNS: Is it not true, Mr. Chairman, 
that the measurement is in the experience one has every 
day on the market? If the price of your equities is 
high and your yield as a result is low, it means that 
there are more buyers who are willing to pay the 
higher price than there are equities available. [In 
other words, the price is governed by the supply and 
the demand. It is the price that really is the 
barometer, 

THE CHAIRMAN: I quite agree that the price 
is a result of the transactions and the pressures to 
buy. and the pressures to sell. If the price. cwere 
high, I would have thought that was because the 
demand was strong. It might be that, or it might be 
that the supply was short. If it is a low price, 


it would be one of the two converses to that. 
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If one looks at the yield bases, they are 
greater than they were years ago. Does that mean a 
high price? Some people Say they are going higher, 

At all events, I was wondering if there was any 
documentation that you could get that has a bearing 
on the statement that the Supply is inadequate and 
the market is a thin one. 

COMMISSIONER GRANT: I can tell you what is 
available and I think I can get it quite easily, Mr. 
Chairman. I refer to a Survey that was made by an 
American magazine called "Estates and Trusts". Each 
year they circularize all the trust companies in 
Canada and ask them to complete a form. The result of 
that form shows the number of stocks listed on the 
Canadian Exchanges that appear in estates, trusts ard 
agencies under their control. 

There is not very much change from year to 
year. The stocks are all in the so-called gilit-edge 
security class. My recollection is that the whole 
list does not cover more than 40 to 45 stocks. I do 
not believe that more than 18 of those stocks appear 
in all estates, trusts and agency accounts of all 
trust companies. 

THE CHAIRMAN: That would not include 
individuals who are not concerned with estates trust, 
would it? 

COMMISSIONER GRANT: No, Mr. Chairman; only 
what is within the knowledge of the trust companies. 
But it should include not only trusts set up under 
wills but trust handled on an agency basis. 


THE CHAIRMAN: And safe-keeping accounts. 
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COMMISSIONER GRANT: That gives some 
indication of the thinness of the market. 

MR. STEARNS: I would prefer to get the 
sense from talking to your own @mstomers in this 
business as to the Scarcity and what they say they 
want, and what 1s available, Time and again you find 
that an institution or a wealthy individual loses 
interest in a certain company when he wants a block 
of stock but it just isn't available; you cannot find 
it anywhere. He is not interested in buying a few 
hundred shares; he wants 1,000, or 2,000 «= you can 
multiply that, but that is an example, =-- and we are 
getting the feeling almost every day that the merchan- 
dise isn't there for the customer. 

THE CHAIRMAN: That is because there are 
not more listings on our Canadian Exchanges, from 
what you are saying? 

MR. STEARNS: Not necessarily. I agree 
there is greater marketability from the listing, but 
there are some very Strong and well -run.. markets 
unlisted. 

THE CHAIRMAN: In the illustration you 
were speaking of we were trying to pick up a large 
number of shares, You would not be likely to get 
a large number of shares if the company had split its 
stock, 

MR. STEARNS: No, not unless it results 
in liquidation as a result of the Split. That is 
not considered. 

MR, STEWART: By the same token, Mr. 


Stearns, if you had a client who wished to dispose of 
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5,000 shares of a Canadian Industrial Blue Chip, un- 
less you could find, by good fortune, one purchaser 
you might have to pay that amount out over a period 
of time? 

MR. STEARNS: That is true enough, but it 
Just so happens today that in our present economic 
growth, or the factors which are predominant in our 
economy, it is easier to find a buyer than it is to 
find a seller. 

GEN, GRAHAM: The figures are available. 

I have not them here but I know that Mr. Reid has 

them in their brief. It might save time if they could 
answer this question on some of the statistics which 
they have. 

THE CHAIRMAN: By all means. Would you 
gentlemen care to step up to the table with some of 
your statistics and, while not introducing your sub- 
mission, you can give this information to General 
Graham, 

GEN, GRAHAM: I know that the statistics 
indicate that the supply of equities, percentage-wise, 
falls far behind the supply of debt securing over the 
past decade, In other words, there is pretty clear 
evidence, as Peter Jaffray indicated this morning, 
of the emphasis being, for some reason, on debt 
security rather than equity financing. 

We feel that some policy could be evolved 
which would encourage more equity financing and then 
you would have more equities available to support 
our contention that we want more shareholders. I 


understand, Mr. Chairman, that you are intimating why 
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do we want more shareholders if there is already a 
scartity of securities. I think the two have to go 
together, 

THE CHAIRMAN: All I am Saying is that I 
think if one simply increased the demand by making 
offerings more attractive, the result might be that 
the price would go up, and I do not think that 
necessarily means you would have more shareholders, 

MR. REID: Mr, Chairman, may we comment 
on that, or would you rather that we did not? 

THE CHAIRMAN: I would rather you did not 
introduce your own submission until we get to it. But 
by all means, where we are using your figures and mis- 
using them or misinterpreting them, please do not let 
us do that. 

I do not wish you to produce argument unti 
we get to your brief, because if we do that I am afrati 
we will get confused. Is that what you would prefer, 
Mr. Stewart? 

MR, STEWART: Yes, Mr. Chairman, I think 
so. I think General Graham has some Specific figures 
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COMMISSIONER PERRY: There is a table 
showing investment financing over a long period, 

MR, STEWART: Gentlemen, we were 
considering the question of foreign investment 
by Canadian institutions, and the question as 
to how they could be encouraged to invest in- 
Canadian equities to a greater extent. 

Now, is there not already in our 
income tax legislation quite substantial incentive 
to those Canadian institutions to invest in 
Canadian as opposed to foreign equities? What 
I have in mind is this, that if they receive 
dividends from other resident Canadian companies 
those dividends are free from tax, whereas if 
they receive dividends from foreign companies 
they are subject to tax. You agree that is so? 

GEN, GRAHAM: Yes, 

MR, STEWART: Have you any other 
specific incentives to suggest, that -- 

GEN, GRAHAM: No, we have not any 
Specific incentives. 

MR, STEWART: At the top of page 4 of 
your submission you suggest that life iipasaaes 
companies might be permitted to carry equity 
investments at market value on a sliding scale, 
as suggested by the Gordon Commission. I wonder 
if you could elaborate on that a bit? 

GEN, GRAHAM: Personally I cannot 
elaborate on it, I have not got a copy of the 


report here -- the Commission's report -- I am sorry. 
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MR. STEWART: Thank you. We can 
certainly do that. 

GEN, GRAHAM: Yes. 

MR. STEWART: Well, then, in paragraph 
E on page 4 you refer to the importance of the 
institutional investor so far as Canadian equities 
are concerned. Have you any estimate as to how 
much additional equity investment Canadian 
individuals should be capable of? 

GEN, GRAHAM: I am sorry, we have not. 
There is no way I know that we could get that. 

MR. STEWART: And if we do succeed 
in directing Canadian investment by individuals 
into equities and away from other types of 
investment, we obviously create another problem -- 
that is, who is going to invest in the media which 
we have caused them to abandon? 

GEN, GRAHAM: I quite agree, 

MR. STEWART: So that are we in the 
position that we are going to have to have an 
absolute increase in savings by Canadian individuals? 

GEN, GRAHAM: No; but we get back to 
the point that we would like to see -- less debt 
securities and more equity securities. We would 
like to see more investment in equity securities. 

I might add, and as we have said in 
the brief, that in order to make more equity 
securities available a policy should be designed 
which would tend to discourage debt financing 
to the extent that is now being done and encourage 


equity financing. These two arguments go together. 
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The argument is that we need more 
Canadian owners of Canadian business, and they 
must be able to buy into Canadian business; and 
in order to be able to buy in there there must 
be more equities issued by Canadian business, 

How this is to be done, we don't know, 
and I don't think we could be expected to make any 
concrete recommendation as to how it should be done, 
because we feel it is so lange and involved -- 
involving government policy and so on -- that it 
is something that would have to be worked out by 
either the Commission or government departments. 

MR, STEWART: Let me ask you this: 

If we are going to induce a section of the Canadian 
community to invest in equities -- which have 

not invested in such equities before, or at least 

to the same extent -- we may have to concentrate, 
perhaps, on the middle income groups, to some 

extent. Let us take the middle income group at 
least as an example. These people, if they can 

be induced to invest more in equities, are they going 
to be inclined to the equities of the blue chip type? 
Granted, if we can increase the supply of equities 
generally, we may increase the supply of blue chips, 
but is it not the fact in Canada that to increase 

the investment in blue chips also increases the 
investment in new businesses -- new enterprises -- 
which necessarily are of more speculative nature. 

GEN, GRAHAM: Now, I think our experience 
of investment clubs -- and they are people in the 


middle or over-middle income group -- indicates 
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that there is a good mixture of types of investment 
that people are interested in, Taking the 
investment club you will see that they go into 
blue chips but they also go for the speculative 
type of stock to a certain extent. Don't you 
think so, Mr. Stearns? 

MR. STEARNS: Yes, 

GEN, GRAHAM: I think you will always 
find that there are some people who like the 
Speculative nature of an investment, and you 
will always have those. Whether there will be 
enough of them, I don't know. 

MR. STEWART: Moving on to paragraph F, 
page 4, I observe that your recommendations with 
regard to deductibility of dividends is limited 
to dividends paid to Canadian shareholders. Now, 
would that not be an extremely discriminatory 
position both in regards to foreign portfolio 
investor and also in regard to the foreign direct 
investor, 

GEN, GRAHAM: I feel that it would be 
discriminatory in a sense, but aren't we 
discriminating now in our withholding tax against 
foreign investments, and have been for a long time? 

MR, STEWART: Are you talking now 
about the withholding tax or the dividend tax 
eredit? Perhaps you should take them one at 
a time. So far as the withholding tax is concerned 
we are certainly importing taxes on income from 
Canadian sources; but to some extent at any rate 


the foreign investor presumably gets credit against 


pant . — ‘qb CESwwey dale sasmduovar : 
guttatnoogs awe: met ne oate cert dud aytelo, sold 
Brery: P hreedd *ilesestee ates od aoose| To agg 
ae 
roan See ae ee | 
arawie’ Lee oy setae L. INARARO 86 
ont lhl otwetgooy sues ets axedd) Cada Date 
HOw re to a so atutant\ syiteiiwoega 
i ie eget sentiedW ,eéocdt ovad eyenles Itlw 


| 
' eS oa 1 yateds) 16 KQcoee 
| ) dgecsetey of a6 yet¥om YTRANATE LAM 
| Agiw snobtalteanoyves gooy snails woxeedo I. uf)eneg 
rectly: ak ahtopiy ts to voilidioasbel of fasget 
| wot er shfomecnnle eatbaned adv bisag ehaen ohwth oF 
| wroetunkn®s oe kh ylecdausxo ne os Santen ‘binsow 
| or Lota tophetad) od Gbringes el sited aeisiseg 
/ dowaeh greys wld ot feeget aborts bas yotmawns 
| | i | - vasnesnt 


. os pine 22 Yan? fee? ? ‘MATAR .U2ZD 
| wt iiisem fd .ga@et 6 a2 erovenmimizoats 
Set ias Set) Bnlnlonny tw, we, a. woe uel tactatsoel® 
fond? iis @ OT Heed aved bor -siroutewrnl mgloie? 
“weit UeeNTad way wah iTHAWET .mM | 
“A hiativin edd w 20% gatbloddsiinw ed?) dvods 
erro) meee emis hisorte uoy, agen sed ittbesca 
bavvennor at aye BASHE Oe tha Bre agd-ne 22 of ,omt? 
irk wood, 8 eared agitzeqnt yfaistiies etn, o¥ 


ota” Yas oe QOeine emew.oe dat taepiwes: aetkensd 


ee al 


juyrlwae tibevo whew gideayeeng tednevet. natong® edt, 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 7758 


his own domestic tax for the Canadian withholding 
tax. But here, as I understand it, your suggestion 
in paragraph F, to take a concrete case, is that 
we might conceivably have a Canadian company which 
was prepared to distribute all its earnings in 
a particular year by way of dividends. biG ile & 
had purely Canadian shareholders it would pay 
no income tax at all. If it where a wholly 
owned subsidiary of a foreign company it: would pay 
corporate tax, presumably at approximately 50 per 
cent on the whole of its income, 

GEN, GRAHAM: That is right. 

MR, STEWART: I cannot help wondering, 
Gen. Graham, whether this would not be regarded 
with distinct alarm by foreign investors in Canada. 

GEN, GRAHAM: I am quite sure it might 
be. 

MR, STEWART: But you consider that 
it is a realistic proposal, having regard to that? 

GEN, GRAHAM: Well, I think it has 
merit, yes, 

MR. STEWART: Have you considered what 
the cost of that particular proposal would be 
to the Canadian revenue? 

GEN, GRAHAM: No, It is, again, 
as we say at the beginning of the brief, we put 
these suggestions furward with great diffidence 
because we realize that money must be found for 
the process of government. These really are 
Suggestions we have put up to the Commission are 


ways in which something might be done to increase 
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Canadian ownership. Whether or not they are: 
feasible to a large extent or a small extent 

or not at all is something we feel we cannot 

Say very much about, 

MR, STEWART: Your last suggestion on 
page 4 is that the present 15 per cent withholding 
tax on interest be eliminated or reduced in order 
to increase the flow of foreign capital into this 
type of securities rather than equities. Now, 
if this withholding tax were eliminated would this 
not mean that at least to a considerable extent 
the: beneficiaries would be foreign governments? 

Is that not so? Canada would forego this tax 

in respect of which the foreign holder is presumably 
entitled to a foreign tax credit at net return, 

but the foreign shareholders might not be increased 
in the slightest. The only reali beneficiary 

then would be the foreign government. 

GEN, GRAHAM: That is possible, Tne 
thought behind this suggestion is that we would 
induce more foreign funds into debt securities 
rather than buying the ownership of Canadian 
properties. 

If one looks at the historical develop- 
ment of the United States, when they were borrowing 
in large volume towards the end of the last century 
and the early start of this century, it came from 
Rurope and the United Kingdom, and a great per- 
centage of the borrowing was in the form of 


debt securities; and a great group of debt securities 
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were paid off with this, and the Americans own 
their railroads, and the other projects for which 
the money was borrowed, 

Now, in Canada today this is not what 
is happening, Foreign capital is coming in and 
buying equities in the property and this can 
never be paid off, The foreign capital owns 
the Canadian business, 

What we are trying to suggest here 
is that some policy might be evolved which would 
encourage foreign capital, which we need, to come 
in and put their money in debt securities which 
could be paid off, and that the equity securities 
be purchased to 4 greater extent by their native 
Canadians who would always own their own business, 

MR. STEWART: Well, what I am really 
Suggesting to you is that this would be operative, 
or would be effective, only if, by virtue of the 
Suggestion, the total tax paid by a foreign 
investor was decreased. 

MR, STEARNS: Well, the government has 
stated that it is their policy, or they say that 
it is highly desirable, that we still have foreign 
investment; and this is the suggestion whereby we 
might steer ourselves into this a little more 
effectively than has happened to date. We would 
hope it would; and we think it would contribute 
towards this so-called desirable objective. 

MR, STEWART: Well, now, dealing with 
another aspect of withholding taxes; the 1963 


amendments, as you know, have established differen- 
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tials, and companies which have a certain degree 
of Canadian ownership are to be subject to one 
rate of tax and those which have not are to be 
subject to another rate of withholding tax on 
dividends. 

Do you support the principle involved 
in this discrimination? 

MR. STEARNS: I think, as we say here, 
that -- I don't think we do. I think the principle 
here is that we want to create an incentive for 
the desirable objectives and not penalize. So 
far as foreigners are concerned, certainly we 
are very dependent on foreign capital, and we 
do not think it should be discouraged; and we 
feel that to take the 15 per cent and increase it 
to 20 per cent is an extra penalty at this time 
when at the same time coupled with reductions -- 

GEN, GRAHAM: I do not want to speak 
for the financial community, but I am in touch 
with them every day, and I would say that the great, 
great majority of people that I speak to are 
opposed to this graded withholding tax that is 
now proposed by the government. They feel it 
is going to be a wihholding tax, and it should be 
15 per cent or less, as the government decides, 
and without any 25 per cent ownership and the 
various scales which, we understand, are going 
to be applied, 

And, as Mr. Stearns has said, we feel 


that anything which indicates penalizing foreign 
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capital in some way such as we now have is not 
good, 

MR, STEWART: Those are all the questions 
I have. 

THE CHAIRMAN: Mr. Stewart, are you 
going to refer to the questions that have been 
put to them by the staff? 

MR, STEWART: Part 2 deals with -- 

THE CHAIRMAN: Securities transfer tax. 

MR, STEWART: I don't think we need 
discuss them, I have read, of course, the 
answers to the questions which were put and which 
appear in Part 3, It seems to me that the 
answers are perfectly plain and that it was not 
necessary for me to cross-examine on them. 

THE CHAIRMAN: I found the same thing. 
We have only one with respect to question 15. 

GEN, GRAHAM: May I say, about the 
answers, that I do apologize for the wishy-washy 
answers they are, 

THE CHAIRMAN: This matter of a tax 
on speculative gains is a question which has 
been before us a great deal, and I think it is 
pretty clear you are against the capital gains 
tax. You also deplore that under the law as 
it stands it is hardly distinguishable what is 
a capital gain and what is a profit. I think 
it does appear to everybody that there is no 
reason why a person who makes a large capital 


Speculation in securities shouldn't pay the same 
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tax as a person who earns his living in another 
way. We don't need to argue that one. But 
it is a very difficult question to determine, 
The investment dealer says the test be a test 
of time; you dispose of your securities within 
a certain time and then you become taxable, and 
if you hold them beyond that they are not taxable. 
If this were to be the law, just how would it be 
policed? It seems to me you are the best people 
to ask. How does one find out? It is easy to 
find out what dividends are paid because they 
are in defined terms. I just do not know how -- 
MR, STEARNS: In the United States 
that is done by the brokers themselves making 
available to the government the transactions; 
and they do make them for all their clients. 
THE CHAIRMAN: Do they report to the 
government all purchases and sales of securities? 
MR. STEARNS: To my knowledge I 
believe it is very similar to the T-4 forms -- 
the dividend forms -- sent out by trust companies. 
It is certainly not what we would 
call desirable, 
THE CHAIRMAN: And obviously you would 
not like it. 
MR. STEARNS: We would not like it. 
THE CHAIRMAN: You haven't any views 
as to how to get at these things, or whether to 
leave the law alone or try to make it more -- 


GEN, GRAHAM: I did not hear the suggestio 
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as to time, but, in fact, that is the same as the 
capital gains tax in the United States where they 
say on time they would have no tax, In other words, 
they have no knowledge. They have no tax but 

they start with a low figure. Here the idea 

is starting with no tax and returns would have 


to be made, 
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THE CHAIRMAN: Your suggestion is along 
the line of practically every European country, 
including the U.K, They have all got time 
measurements, As far as I am concerned they are 
all different. None of them say they tax capital 
gains. 

MR. STEARNS: No. I think it would 
be highly undesirable on the question of time 
particularly in the case of financing our natural 
resources industry which in the initial stages 
are of highly speculative nature and the person 
who is willing to supply money initially for 
this project and to see that the money goes into 
the Treasury for the development of our natural 
resources and is willing to take his chances on 
profit or maybe in the market, He may not be 
Successful in making any profit. If he does make 
a profit, he figures he is allowed to take it. 
That is part of the reason why he puts the money 
up. I think that could very well curtail that 
sort of financial operation. 

THE CHAIRMAN: Mr, Stearns, we have 
a law now which exempts from tax certain profits 
on securities which are earned by prospectors 
and people like that. That is done by a specific 
law, If we are going to exempt certain other 
people you have to correct the law. It must 
be a clear law which says: If you want to do 
this, you won't pay taxes. If you make a statement 


along that line, that is fine, 
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Now, with respect to the right time, 

I don't think you can argue that it is fair to 
overlook the law in certain instances, I don't 
think you are trying to make such an argument, 

We have been told that there are quite a few people 
in this country who are living on speculation and 
are not paying taxes. I don't think anyone 
suggests in the aggregate that the amount of 
money is important. What is very important is 
that there are people paying more taxes and 

there are other people on the same income. That 
is extremely important because it is unfair. 

Even if the amount of money is of no consequence, 
I do not think that any of us wish to be aparty 
to condoning the exemptions to certain people for 
no reason. That is hard to take. 

MR, STEARNS: I realize that.it is a 
question. of definition as to whether somebody is 
making money out of speculative ventures or whether 
it is an isolated event. It does strike me that 
if you eliminate this feature you are going to 
eliminate an awful lot of public participation: 
in financing of the natural resources industries 
and the bigger companies will more and more dominate 
the field, which may or may not dominate the field. 

THE CHAIRMAN: The law is a very complex 
one. I don't think I can explain it to you. The 
law says something about "Adventure in the nature 
of trade" and then you have to go miles beyond that 


to find out what it is. Are you through, Mr. Stewart? 
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MR. STEWART: I think so, Mr, Gkethtan, 
yes. 

COMMISSIONER PERRY: I have one question 
to ask, That is whether you feel that the supply 
of equities which it would be desirable to keep 
forthcoming in Canada, without the issuance by 
American subsidiaries of substantial quantities 
of equities -- in other words, could it be forth- 
coming from what we would think of as Canadian 
companies? 

MR. STEARNS: I presume that you are 
suggesting something similar to the situation of 
controlled subsidiaries by a Canadian company, 
as we are trying to avoid wholly owned subsidiaries 
by the American parent. In other words, are you 
not suggesting that perhaps we urge that Canadian 
corporations which have wholly owned subsidiaries 
to make part of the equity in that subsidiary 
available as is considered desirable as the 
Americans do or the foreigners do? 

COMMISSIONER PERRY: No. My point was 
simply a mathematical one, Let us wipe out 
subsidiaries of American companies or of foreign 
owned companies in this country. Do you think 
there is enough industry left then in Canada 
to provide the kind of equities for the Canadian 
market which would be desirable? 

GEN, GRAHAM: I would hate to venture 
an opinion on that. 


MR, STEARNS: All I can say is I think 


ay en, he . haath yes er, 

| gassitine stale ved . A ARMOTEETNEOD) 

wtgawe one oat toe? oy ronttaaio, #2 sant. sia 2 
qa £F eldgntesd od DB isrow wt Hanks aotvtupe.3 2 a 
uit oD jriinli and apodu tw «sdaae0 at gatmoodsao?. ~ 
neratowene tabhie dudes ‘fo gotustphadie seatromh 


ote ag af Bliroe ,aicow sadto of «— seftttupe te 
, 

dadtncde®? eo to Matdd Steow ow dade mont gnimoo iv 

fas tosqaos 


wip bere Satt snaudety, 1 <SHAARTE an . ; 
fo qeliietia ais of vel trite .satdveomoy Sulseonegs - 
rathacu) 8 4d sabhverbtedwva hefLouwdaon 


y TARGUS? > 


solastitaivs Mhecwo vitor btovse 99 gabes ote 9W 85 
voy ave ,wictow addo desig onatcomt ait ye 
navbhene>? dad? sua sv eqadrery tade gel tnoapwn Feo 
sehesthtidie beawe yllorhe ever solow ectotsertoy seo 7 

wa Sad? at vstttpe edd to drag sham oF | 


aet na aidewtiesh betehlanoo, 64 28 efdsllsve ' 


_ 
as 


‘ah aremteto® eid 0,08 ansottema 


saw orto) vow vas ALU TARY 


miv wu Da? ono Uso ttsasddan s ylqure 

mptewo® Do, a sa,rneqes ago.ttponh. ‘to eetralbiedve 
inikdt.woyeh — wwe sid at aelgagaeo bacwe 
akheoe? at wetd Piel yateubat dasons et eisdid 

ny? haga? att «Tat aphotape io babu edd obivesq at 
teigertt sob od biuow. dolaw Soares 

estas OF stad Sivrow 1. -MAHARD 49 
| | | \ atada-m aotatqoim 
ietge lt af Yee moo P CLA) seaarS at 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 7768 


it would be much more desirable to, if it can be 
done, get the foreign subsidiaries to give some 
ownership into the hands of the public of these 
foreign subsidiaries, That would add to it. 

COMMISSIONER PERRY: I do not know 
whether Walter Gordon would agree with you. I 
think it is a hard problem. It is awfully hard 
to see what sort of incentive in Canada one could 
offer to encourage the American parent to have 
its Canadian subsidiary issue equities. I know 
we have been told by the executives of some 
American operations that they can think of nothing 
that would be more nonsensical than to have their 
Canadian subsidiaries issue equities. 

MR. STEARNS: Yes, 

THE CHAIRMAN: I think we have no more 
questions. General Graham and Mr, Stearns, thahk 
you very much indeed for helping us as you have 
done to this extent. You have given us a lot 
to think about, We have not begun to think really 
about it. We have many more months of just that 
ahead of us. 

GEN, GRAHAM: Will the Secretary get 
in touch with us if there is anything you may 
want in the way of figures, and so on. 

THE CHAIRMAN: That is very kind of 
you. I will leave that with our staff who are 
trying to assemble various material for us. If 
we need additional information, thank you for 


your invitation. 
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GEN. GRAHAM: Our great regret is that 
we have not been more helpful. 


THE CHAIRMAN: You have been very 
helpful. 


————— eal 
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i. ele. eo SUBMISSION «oF 
THE MONTREAL STOCK EXCHANGE AND 
CANADIAN) STOCK. EXCHANGE 


APPEARANCES: Mr. P. V. Reid, Chairman of the 
Board of Governors 


Mr. W. T. Moran, Secretary Treasurer 


Mr. O. H. Karpalini, Vice-President, 


THE SECRETARY: Mr, Chairman, the next 
brief is being presented, as you know, by the 
Montreal Stock Exchange and the Canadian Stock 
Exchange, We have already met Mr. P. Vv. Reid, 
Chairman of the Board of Governors, Mr, W. T, 
Moran, Secretary Treasurer, together with Mr. 

O. H, Karpalini, Vice-President of the Exchange. 

Mr, Chairman, I would like to enter 
this brief into the record as Exhibit No. 304, 


--- EXHIBIT NO, 304: Brief of The Montreal 
and Canadian Stock 
Exchange. 


oo THE CHAIRMAN: Thank you, Mr. Secretary. 
Good day,gentlemen, We are glad to see you and we 
are sorry we are late in getting to you. We 
have had a rather full day today, as you may 
have gathered, 
You have put forward something that 
is very clear, I think. I don't know if we 


have many questions. You have given us the 
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proposal you have worked out and the cost of it. 
I think generally speaking you have done a good 
job and it may be that there will be more questions 
than at the moment I contemplate. | 

MR. STEWART: Thank you, Mr, Chairman. 

Gentlemen, one thing you suggest in 
your submission to the Commission is that in 
Canada neither institutions nor individuals appear 
to be greatly attracted by equity investment. 
Is that not so? 

MR, KARPALINI: 168, 

MR, REID: Yes. 

COMMISSIONER PERRY: Mr, Stewart, I 
have something here which I would like to get 
on the record, a statement which was a little 
mathematical calculation which appears in an 
article on the Journal of Finance. I think 
it would be appropriate to use it on the Montreal 
Stock Exchange briéf because it appears to have 
been based on research financed by the Montreal 
Stock Exchange. May I mention it now? 

MR. STEWART: Please. 

COMMISSIONER PERRY: It is simply this: 
This is an article which is called "Individual 
Investment, Canadian Experience", and the authors 
are J. B. Poapst and W. R. Waren. 

They have worked back from the amount 
of dividends declared by the Canadian individual 
taxpayer, to the capital amount of investments 


and they have come up with a figure with which I 
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found rather startling when I first read it. 

As you know, the amount of dividend 
income is around $3 million a year, They apply 
to this figure the average yields as published by 
Moss, Lawson and Company, the average yield for 
1959 being 3.7 per cent. They say "Using this 
yield to capitalize dividend income declared 
raises a value of $8.3 billion on the shares held. 
By comparison the share investments of such major 
financial institutions as Life Insurance Companies 
and trustee pension funds were very small", I 
think the largest figure of institutional holdings 
we: have had were mutual funds which were shown 
at the footnote of your own submission as being 
$6 million or $7 million. 

I must say I am quite impressed with 
the figure that emerges here, It may not be 
absolutely valid for statistical purposes. One 
could argue about the rate of return. One could 
argue about the validity of the reporting of 
income for tax purposes, but most of this I think 
would tend to minimize the figure. 

At any rate, suppose it is only three- 
Quarters right and we are talking about $6 billion 
of shares held by Canadian individuals. i find 
that is still a very impressive figure. I am 
beginning to think someone should say a word 
on behalf of the Canadian individual shareholders, 
particularly where he seems to have far exceeded 


institutions in their shareholdings. 
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MR, REID: The only thought that occurs 
to me in regard to institutions and insurance 
companies, I believe they carry their investment 
at book value which may be well below the market 
value. 

In regard to the individual, I have 
forgotten the total value of securities listed 
on say the Montreal Stock Exchange, and I do not 
know just how that $6 or $8 billion figure is 
related to the total listed Canadian investments. 

We do not have I.B.M., but we have 
a number of other companies that would certainly 
distort our total value. I think I will look 
that up and see just how far. I have not the 
figure. 

MR. STEWART: Of course, Mr, Perry's 
figures would include dividends from all companies, 
not simply loan companies. 

MR. REID: No, that is right. There 
would be a lot of American companies, 

MR, STEWART: It would also include a 
lot of private companies, family companies. 

COMMISSIONER PERRY: The way to go 
beyond this large dividend figure would be to use 
dividend tax credit as a basis because this would 
be limited to dividends of Canadian companies subject 
to deductions. 

MR. MORAN: I think they would include 
dividends, for example, paid by any Canadian which 
is largely held in the United States, International 
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Nickel and a considerable number of others in the 
Same category. 

COMMISSIONER PERRY: I was not considering 
what equities they were, even if they were issued 
by the street railway of Bechuanaland, The fact 
is they are held by Canadians so there is a 
considerable disposition on the part of Canadians 
to hold equities. I just ran across the figures 
last night. I must say I was very considerably 
startled. I have made the point. I must say 
that you are credited with having assisted in 
the financing of the research. 

MR, REID: Perhaps we should have done 
a little more ourselves. 

MR. STEWART: Well, gentlemen, I would 
like to cover some of the ground which you have 
probably already heard covered in questions to 
other people today. I would like to get your 
views on some of these questions. I will put 
them as briefly as I can, Would you agree with 
what has been said by others here today that the 
price of Canadian equities are high in relation 
to stocks and high in relation to current bond yields? 

MR, REID: I don't think I would. This 
is a personal answer I am giving you, Comparing 
our price ratios on Canadian stock in the Montreal 
Stock Exchange, or the Toronto Stock Exchange as 
compared with Dow Jones and Standard and Poors, 
our price earning ratios are below the U.S. similar 


figures at this time, 
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Bringing it down to individual stocks, 

I think you find over a period of years the Canadian 
oil stocks sell at higher prices than seemed to 

be warranted in relation to U.S. oil stocks, but 

on the whole they will offset -- for example, 
Canadian papers and mines give better yields 

than U.S. so I do not think our stocks are out 

of line. 

THE CHAIRMAN: You are contradicting the 
evidence we had this morning which I think is 
interesting. 

MR. REID: I have that temerity. 

THE CHAIRMAN: Good for you. That has 
been my own experience, There is not much difference 
-- I was looking at utilities a while ago. Really, 
if I could discern any difference, I think the 
Canadian prices were Slightly higher, but very 
Slightly. 

MR. REID: Until the Quebec government 
acquired a bunch of them, I think we were lower, 

MR, STEWART: I was not thinking so 

“mach of a comparison between Canadian prices 
and American prices as I was thinking about 
whether the yields on Dominion of Canada bonds 
or Province of Ontario hydros was less, 

MR, REID: Yes, but at the same time 
Trans-Mountain Pipelines yield considerably more 
than even high grade bonds, so there is a wide 
discrepancy in individual stock yields. I think 
it is difficult to say stock yields are high, or 
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stock yields are low. It depends on what you are 
looking for, You can get low yields, You can 
get high yields, 

MR, STEWART? Let us take your Montreal 
Stock Exchange industrial index, Mr. Reid, What 
price earnings multiple is the index at at the 
moment, approximately? 

MR. REID: I have not got the figures 
at the moment. It is in the neighbourhood of 
17 times, 

MR, STEWART: Historically is that 
a high price earnings ratio? 

MR. REID: Probably historically it 
is higher than most occasions. In recent years 
it has not reached peak levels that the price 
earnings ratio reached at the peak of boom markets. 
I think lately that would average around 14 to 15. 

MR, STEWART: Well now, talking of 
the yield basis, what would the yield be on the 
industrial index at the present time? 

MR, REID: There again, I apologize 
for not actually having these figures in mind. 
ily recollection is that it is between 34 and 4, 

MR. STEWART: I am not sure what type 
of bond to suggest to you as a criterion. 

MR. REID: I do not think there is 
any real comparison because if you buy a low income 
stock you buy it because you expect to get a capital 
gain and I think you would have to make a study. 


I believe somebody has made 4 study of the turn 
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by way of a capital gain and dividends and appreciatio 
over say a five or ten year period, 

MR. STEWART: I am not suggesting that 
one buys common stock simply for dividend yield. 
What I was trying to find out was whether your 
industrial yield on the Montreal Stock Exchange 
industrial index at the moment is lower than it 


might have been say 12 years ago. 
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MR. MORAN: I would think, Mr. Stewart, 
that probably it would be a little lower, 

MR. STEWART: There is one question I am 
coming to which I think you will appreciate. Was the 
effect of the dividend tax credit which was intro- 
duced in this country to increase the: prices of 
common stock? 

MR. REID: The effect of the dividend tax 
eredit? 

MR. STEWART: Yes. 

MR. REID: I would think it would have 
some effect in raising prices of stock, 

MR. MOREN: If I may interject, it is very 
apparent in the case of tax credits on preferred abéok. 
In many instances you will find trust mortgages or 
debentures of a prime corporation selling on a higher 
yearly. basis than the underlying preferred stock. 

MR. REID: By the same token, presumably 
it is not as: evident in the common stock but presumably 
the effect is there, 

MR. STEWART: You have probably heard some 
of the discussion that have gone on today about the 
importance of the Supply of equities in Canada. 

Your brief suggests that the incentive to 
Canadians to purchase Canadian equities should be in- 
creased, We have been considering whether the problem 
is not, in large part, a Supply problem as opposed to a 
demand problem. Would you care to give us your 
comments on that question? 

MR. REID: Well, again, personally speaking 


I would share the view that there is no scarcity of 
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common stock, but where we get into price earnings 
ratios, if Canadian stock is so scarce then United 
States stocksare even more scarce. 

I think our price earnings ratios and 
yields are probably not greatly out of line with 
the European. They are just as good in many cases, 
and better in other countries. 

I don't think there is any real way, with- 
out going through the calculation which I think the 
Chairman suggested s= if you have a study made of 
the total value of common stocks available and the 
total income and total assets of your country you 
might say that stocks were scarce or were not scarce, 

I think it would be desirable to increase 
the purchasing power on individuals to buy equities, 
and I think there are enough equities for them to buy; 
and if they aren't there there are lots of new venture 
and things which are going to be coming along. 

MR. STEWART: Well, now, gentlemen, turning 
te your specific recommendations you say on page 4 
that your first stage recommendation is that the 
federal corporation tax excluding old age security 
tax, be 47 per cent on that part of gross income on 
which the net is retained, and 40 per cent on that par 
of gross income on which the net is distributed. The 
47 per cent figure is the figure we have at the presen 
time. 

MR. REID: Yes. 

MR. STEWART: Now, you say in paragraph 
14 that by reducing the tax burden on corporate 


properties we encourage corporation to expand and 
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1 

2 grow; but if we leave the 47 per cent rate on the 

3 retained portion is there any encouragement there? 

4 MR. REID: Well, there would be 7 per cent 

: distributed to shareholders, which they presumably 
would be desirous to reinvest in the same or other 

: companies, 

7 MR. STEWART: I see; so that I perhaps 

8 misunderstood paragraph 14. What you mean is that 

9 if there is a larger distribution of income by way 

10 of dividends this will be reinvested in part to 

11 produce growth on the part of the corporations. 

D MR. KIRTALANI: If I may interject, I 
think the question of the tax burden on the corporations 

” Should be apart from the earnings and so on of the 

corporations -- that any kind of reduction you make 

15 in tax burden, even if it is used by the corporation 

16 to pay out for something which is useful for the 

17 corporation -- because there are many companies which 

18 like to keep a fixed dividend policy -- but if they 

19| get the benefit I take it they can utilize this benefi 

a in eutcing prices or somehow expanding; plus the fact 
that the extra money which comes into play in this way 

will come back into other corporations. So there is a 

He Slgnificant reduction of tax burdens. 

23 THE CHAIRMAN: The idea being that you wish 

24 to encourage distribution? 

25 MR, KIRTALANI: Yes, 

6 THE CHAIRMAN: And the reason you wish to 

27 encourage distribution is to achieve greater resources; 
is that right? 

28 


MR. KIRTALANI: Yes. 
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COMMISSIONER WALLS: Have you finished 
with paragraph 13, Mr. Stewart? 

ME, STEWART: I haven't; but I will come 
back to it later. 

I have read your first sentence in para- 
graph 14 as meaning this, that -- let us take corpo-— 
ration "A", 

MR. REID: Yes. 

MR. STEWART: It is read by your first 
recommendation in paragraph 13 to distribute a larger 
proportion of its net income, or of its income. Now, 
you see, what you appear to be Saying: in this sentence 
is that because it has made a larger distribution -- 

MR. KIRTALANI: The point I can make is 
that in actual fact in corporation "A" 4+ might not 
make a larger distribution; but on the same distri- 
bution that it made in the previous years it will be 
paying that much less tax, and that much less tax 
would be a benefit which it would utilize. This is 
the same argument as in reference to the corporation 
tax? 

MR. KIRTALANI: Yes, 

MR. STEWART: I see, 

Well, then, I think, perhaps,Mr. Walis 
if you have other questions on paragraph 13 it might 
be well for you to do so, 

COMMISSIONER WALLS: Referring to the state- 
ment that you had given consideration to this $10,000 
exemption for married couples! dividends, even if the 
average dividend earning were as high as 5 per cent 


which it is not, it would mean an investment of 
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$200,000 per family, which seems to me to be very 
high; and if it were the actual figure which was 
reported by the Exchanges it would be about $300,000 
worth of investment. Do you think that your figure 
of $10,000 is high in view of the amount --- 

MR. KIRTALANI: I can tell you the back- 
ground of how we came to this figure. It is just that 
if you did the dividend tax credit as such it is 
a 20 per cent tax credit, 

Now, if you go to a different income group 
you will find that up to a certain Stage -- that is, 
up to and around $10,000 earnings -- with this ex- 
emption the dividend: tax credit works in such a way 
that there is, in fact, no tax on the Qividend. It 
is only above that level of income -- it is only 
when you get fairly high up -- that the dividends 
start to yield much tax. 

COMMISSIONER WALLS: Is that not pre- 
Supposing the total income of a person is $10,000 
from earnings rather than from what he might have 
invested? 

MR. KIRTALANI: I would say that below 
the income of about $10,000, in fact, that the 
government is getting very little tax. 

THE CHAIRMAN: From the investment income? 

MR, KIRTALANI: From the investment income. 

MR. STEWART: Well, now, gentlemen, on this 
question of increasing this exemption, again I have 
asked a number of questions and I find it difficult 
to attempt to telescope them; but if we increase the 


exemption in respect of dividends how is this going 
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to affect stock prices and yields -- 

MR. REID: Mr. Stewart, I heard you ask 
this question before and I thought it over and I don't 
think I have any really intelligent answer. 

Theoretically it should tend to create a 
demand for stock, but I personally believe that it is 
avery difficult thing to give an opinion on because 
there are so many more pertinent factors affecting the 
prices of stock, such as business prospects and other 
things that influence stock prices. You might find 
that you were adopting that policy and stock prices 
were going down. 

THE CHAIRMAN: Apart from other consider- 
ations, would it not be true that if one eliminates 
corporation tax in the case of a company which is 
paying it on its earnings, its earnings would then be 
double. I don't think that necessarily means that 
the stock prices would be doubled automatically. 

MR. REID: Taking a case where YOu, Say, 
eliminate the tax, certainly it is bound to have a 
favourable effect on the prices. 

THE CHAIRMAN: And all graduations in 
between, 

MR. REID: Yes. 

THE CHAIRMAN: It will have some effect. 

MR. REID: Yes. 

MR. STEWART: I think I am prepared to 
leave that at this point. 

THE CHAIRMAN: I am not sure that we are. 

MR. REID: Mr. Chairman, we are quite 


willing to stay. 
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MR. KIRTALANI: Mr. Stewart, that answer 
which I have about the first reduction from 47 to 40 
is --- 

MR. STEWART: Yes? 

MR. KIRTALANI: If I could give an example: 
Taking a company, and saying it earns $160, it pays 
$50 in tax and it pays out the balance of $503; but if 
you had a rate of 40 per cent on the distributed in- 
come the same company would then next year pay out 50 
per cent and it would $40 of tax; it would pay on 
earnings of $90, so it would get the benefit of that. 

MR. STEWART: Yes; I see your point. 

MR. KIRTALANI: This is what I wanted to 
clarify. It would get this benefit which it could 
utilize for expansion. So it would get that benefit. 

COMMISSIONER MILNE: This is a question 
that was put forward by the staff, and I was intereste 
It is:When would the second Stage recommendation go 
into effect? 

MR. REID: That is a good question, because 
we were thinking, coming up here, that perhaps we were 
a little bit modest in our Submission, and since we 
prepared it there seemed to have been a lot more 
Substantial tax reductions advocated and introduced 
in the United States. The United States tax -- ours 
would be on the same basis. We were asking for a 
cut of 150 million and our request would be up to 
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The second stage might take place fairly soon. 

THE CHAIRMAN: Our terms of reference are 
very restricted in this discussion. We are required 
to recommend measures to maintain revenues. 

MR, REID: If we were going to cut taxes, 
then our idea was that the cut be redistributed over, 
let us say, other income tax brackets, 

COMMISSIONER GRANT: I should have liked to 
see greater emphasis laid on extending the powers of 
investment of trustees as permitted under the Trustee 
Act of the various provinces, I know I am speaking 
of provincial legislation, but there is a great 
field for increasing the purchases of Canadian equities 
in both estate and agency accounts. Many provinces 
today are not permitted, however, to touch those by 
way of new purchases, Not only that, but by virtue 
of the wording of the Act they have to dispose of 
them if they come into their hands. It could open 
up quite a source for equities, 

MR. REID: I would agree with you 100 per 
cent. 

THE CHAIRMAN: But you realize that it was 
not within our Terms of Reference? 

MR, REID: That is sor. 

THE CHAIRMAN: Thank you. Well, gentlemen, 
I thank you very much indeed. I think we have 
covered this adequately, and I think we understand 
what you have put before us. 

I can assure you that we will continue to 


consider your proposals. We have a great deal to 
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Wem pe 


1| consider before we come to any conclusions, but what 


2]| you have put before us will be extremely helpful and 
3] will continue to aid and to guide us. Thank you 

4] very much, gentlemen. 

5 MR, REID: Mr. Chairman, we appreciate the 


6] opportunity to come before you, and if we can be of 


7| any further help we will be only too pleased. 
8 THE CHAIRMAN: That is very kind of you. 
9] Then we will stand over until 9:30 tomorrow morning. 


10| ---Whereupon the hearing adjourned at 4:05 p.m. 
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SUBMISSION OF 
THE CANADIAN FEDERATION OF MAYORS AND 
MUNICIPALITIES 


APPEARANCES: - 
G. S, Mooney 
A. Turpin 
R. K. P,. Dawson 
A, A. Campbell 
C. A. Vaughan 


E. Beecroft 


THE CHAIRMAN: Mr, Secretary, I 
think we are all ready. 

THE SECRETARY: Mr, Chairman and 
Commissioners, the first brief this morning is 
being presented by the Canadian Federation of 
Mayors and Municipalities. Mr. George S. Mooney, 
Executive Director of the Federation, together 
with a number of mayors, is here this morning to 
Speak to the brief, Mr, Mooney has a few opening 
remarks and will introduce the delegation. 

I would like to enter this brief 
into the record as Exhibit No. 305, Perhaps I 
might at the same time enter into the record as 
Exhibit No. 306 a letter we have received from the 
Union of British Columbia Municipalities, wherein 
Mr. T. R. B. Adams, the Executive Director, expresses 
concurrence and endorses the submission of the 


Canadian Federation of Mayors and Municipalities. 
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Secretary. 


gentlemen, 
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THE CHAIRMAN: 


7788 


Brief presented 
by The Canadian 
Federation of 
Mayors and 
Municipalities. 


Letter received 
from T. R. B, 
Executive Director 
of the Union of 
British Columbia 
Municipalities. 


Thank you, Mr, 


Good morning, Mr, Mooney and 


We are glad to see you all. 


We have 


read your submission with a great deal of interest, 


I may say, and I think I can Say that we are all 


very well aware of the important contribution to 


our welfare that is made by municipalities and 


by the administrators of our towns and cities. 


there is no need to read it into the record. 


We have all read this brief and 


Before 


proceeding to our questions, you might like to 


Say a few things to us, Mr. Mooney, and I would 


be grateful if you would introduce your associates, 


MR, MOONEY: 


Mr. Commissioner and 


Members of the Royal Commission, there is nothing 


Supplementary to the brief that we desire to say 


this morning. 


The brief speaks for itself and 


covers matters which the Federation speaking for 


the municipal governments 


the Royal Commission, 


desire to place before 


The delegation of the Federation 
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represented here this morning is as follows: 

To my right, Mr. Armand Turpin, Mayor of Hull; 
Mr. R, K. P. Dawson of the town of Mount Royal; 
Mr. Angus Campbell of the city of Pembroke; Mayor 
C., A. Vaughan of the city of Halifax; and my 
associate, Mr. Eric Beecroft. This is a small 
but representative delegation of the Federation. 
We are small because we feel that the questions 
which you may wish to ask us can best be dealt 
with by a small but, we think, well informed group. 
SO we are ready to at least endeavour to reply to 
any questions which you may have to ask of us. 

THE CHAIRMAN: Thank you, Mr. 
Mooney. Presumably your organization contains 
amongst its membership most of the municipalities 
in Canada, I note that you say that 70 per cent 
of Canadians now are city dwellers. Therefore 
you represent a great proportion of the total 
number of Canadians so far as city association 
is concerned, 

MR. MOONEY: That is correct. 

THE CHAIRMAN: Just how many members 
would you have, roughly, Mr. Mooney? 

MR. MOONEY: The Federation member- 
ship is made up in two ways. There are directly 
affiliated members, and they account for about 
355; and there are 15 provincial unions of 
associations. The provincial unions of associations 


in turn embrace virtually the entire municipal 


membership of each of the provinces. So the 
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Federation directly and indirectly represents 
urban municipal Canada. 

THE CHAIRMAN: Why 15 provincial 
unions? 

MR. MOONEY: There are two in 
some provinces, 

THE CHAIRMAN: TI was wondering 
whether my addition was wrong, You speak about 
social capital on page 7 and you quote from the 
Senate Report on Manpower and Employment. As 
I read that I was wondering what inventories 
there may be as to the need for additional social 
capital and just how priorities are developed, 

Most municipalities now have 
town planning, I realize. Could one ask a 
municipality what are its most urgent projects 
in the way of reconstruction, replanning and 
redevelopment? Would the municipality have a 
list and would it be possible for them to say, 
"This, this and this"? There is nothing in the 
law that requires them to have such, I do not think, 
is there? 

MR, MOONEY: No; and I woulda say 
that the priorities would vary from municipality. 
to municipality. 

THE CHAIRMAN: Do not stand unless 
you wish to, Mr. Mooney. 

MR, MOONEY: There are really two 
mechanisms or instrumentalities which municipal 


Sovernments have, They not only have planning 
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departments now, but are concerned with the planning 

of growth requirements of their municipalities and 
renewal requirements, But capital budget is going 

to be an important feature of, at any rate, the 

larger city governments across the country and 

a great number of city governments now have five- 

year capital plans. For those capital projects 

their priorities are stated and they work systematicallly 
over a five year period to deal with those priority 
projects; and they vary. 

THE CHAIRMAN: There is no 
compulsion as to the five-year capital budget? 

MR. MOONEY: No. There is a bit 
of urging about it, but there is no compulsion, 

THE CHAIRMAN: And I suppose they 
are encouraged by the Departments of Municipal 
Affairs of the provinces? 

MR, MOONEY: Yes. 

COMMISSIONER PERRY: Mr. Mooney, 
in any jurisdiction where the province has retained 
the right to accrue debenture issues, this is just 
done project by project, is it? There is no over- 
all approval of a capital program? 

MR. MOONEY: No, It is project 
by project and requires, generally speaking, 
provincial approval of any municipal capital 
borrowing. 

MR, CAMPBELL: I might mention on 
that point that in the province of Ontario it is 
mandatory by the Ontario Municipal Board to have 


a five-year capital program presented. This may 
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not be so in other provinces, but it is required 
in the province of Ontario. 

THE CHAIRMAN: How do they compel 
that? In order to approve a capital project they 
ask for such a budget, I suppose? 

MR, CAMPBELL: They ask for such 
a budget and they approve it. Then they allow 
deviation. As you know, in any long range planning 
you go along for two years and then find that 
something else comes up and you must change it. 
They allow for those exigencies. But before 
they will approve any debenture issue or anything 
of that nature you must first have your capital 
plan approved, and as such they require you to 
present a capital pian each five years. 

COMMISSIONER WALLS: In all provinces 
do the provincia’ governments guarantee the 
municipal debentures? 

MR. TURPIN: No, In our province 
of Quebec the capital budget is not mandatory. But 
every by-law that requires borrowing for capital 
expenditure must be approved by the Provincial- 
Municipal Commission. 

THE CHAIRMAN: Is the Provincial- 
Municipal Commission the same thing as the Ontario 
Municipal Board? Does it operate in the same way? 

MR. TURPIN: Yes. 

COMMISSIONER GRANT: Is there a 
great variety of treatment of the municipalities 


in the respective provinces, Mr. Mooney? Let us 
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start with the fact that municipalities in each 
province are the creatures of the province, To 
put it another way, is there any great degree, or 
are you moving towards a degree of uniformity of 
treatment across the country? 

MR, MOONEY: I would say that there 
is generally a move towards uniformity in practice 
and in treatment too; but there is still considerable 
diversity. 

COMMISSIONER GRANT: Are the 
wealthy provinces inclined to assist on a per 
capita basis? Do you measure it on a per 
capita basis? Is the assistance greater in 
the wealthier provinces? 

MR. MOONEY: No, it would not be 

correct to say that. It varies from province 
to province and the method of assistance varies 
from province to province, There are outright 
per capita grants, for instance, in the province 
of Ontario that come to municipal governments 
as of right with no questions asked. They are 
utilized and spent for any municipal purpose. 
But there is no equivalent grant, for instance, 
in the province of Quebec or in the province of 
Nova Scotia, or in inmost of the other provinces, 
But there is a tendency towards that end, 

In most of the provinces provincial 
grants to municipalities are conditional grants; 
that is, they will make a grant if the municipalities 


will do certain things. So there is great variation, 
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COMMISSIONER GRANT: Education is 
your largest single item of expenditure, is it not? 

MR. MOONEY: Education is our 
largest single item of expenditure on the total 
aggregate of municipal expenditures. 

THE CHAIRMAN: It is shown on page 13 
as having risen from $77 million in 1933 to $886 
million 121961, 

COMMISSIONER WALLS: I note that 
on page 13 you state, following the figures: 

"In many municipalities school 

costs now absorb as much as 50 

and 60 per cent of the total 


municipal tax revenue dollar." 


But actually, with the property tax 
on individuals, it must absorb about 80 per cent, 
must it not, in many cases? I refer to the school 
tax. 

MR. MOONEY: Yes, in some instances 
it would, in terms of the property tax. 

COMMISSIONER WALLS: I know that my 
own tax is on that basis. 

MR. MOONEY: Here again there is 
variation from province to province and from 
city to city within provinces, This is the greatest 
Single,-we use the word "burden", on the property 
tax. 

COMMISSIONER WALLS: One thing that 
Strikes me in making these comparisons between 


provinces is that you have no equalization of assess- 
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ment between one province and another. You may 
have it within a province, Therefore it is 

rather difficult to compare tax burdens or grants 
that should be given to the provinces, is it not? 

MR. MOONEY: In an exact sense, 
but in a relative sense, no. While it is true 
that there is no uniform assessment nation-wide 
across the country, the total dollar production 
figure is relatively similar from province to 
province, city to city. 

COMMISSIONER WALLS: What you lose 
in assessment, you make up on mill rate? 

MR, MOONEY: Yes, 

COMMISSIONER PERRY: Just as a 
statistical matter, the educational expense is 
the expense of school beards, ter 162 Lt ae 
included here as your expenditure, and I remember 
some municipal politicians making statements which 
indicated that they did not feel they had much to 
do with educational expenditures. 

MR, MOONEY: Mr, Perry, as you 
know, municipal governments generally throughout 
the country are required to impose a tax on 
property, which they collect, Whether they 
collect the amount imposed or not, they are 
responsible 100 per cent for the amount of the 
tax to be collected, and they turn that over to 
the school commission, which is the spending 
authority. 


The municipal government raises the 
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1 
2 
3 money 100 cents on the dollar, and whether it 
4 raises it or not, it has to turn over that 100 
5 cents. The school authority is the spending 
- authority. 
There is considerable feeling, 

. sensitivity, among municipal people across the 
S country with respect to that division, that separation 
9 of authority, and there is considerable feeling 
10 with respect to the whole role of the municipal 
11 governments in the raising of funds for school 
12 purposes, and particularly with respect to the 
1B matter of the utilization of the property tax 

as the source of local school revenue. You 
have here this morning some mayors who are in a 
y particularly good position to discuss that matter. 
16 You have the Quebec point of view; you have the 
17 Ontario point of view. Mayor Campbell, the 
18 President of the Ontario Mayors and Reeves has 
19 Just presented a submission to the Ontario govern- 
20 ment with respect to this matter, and I understand 
a that Mayor Turpin is presenting a similar submission 

this coming Thursday. I think those points of view 
= might be usefully reported to this Royal Commission, 
COMMISSIONER WALLS: One thing that 
24 disturbs me is this, Supposing you found an 
25 alternative means of taxation for education, I 
26 presume that the municipalities are so hungry 
7 for finances for things that they consider to 
28 be their duty to carry out that they would quickly 
a absorb a great part of the savings by expenditures on other 


municipal works? 
30 
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MR, CAMPBELL: Referring to education, 
Mr. Walls, I do not think the municipalities across 
the Dominion of Canada would object to this, In 
other words, we Say that if the cost of education 
were placed where we, as municipal politicians 
feel it should be Placed, then the other funds 
available would place us in the position where 
we could keep up our renewal. That is, we could 
give those services to the property owners which 
they should have, such as Sewers, water, paving, 
and so on, 

I believe the municipalities would 
be prepared to forego even some of the other types 
of grants they receive from the provinces or 
from the federal government, 

Reverting back to education primarily, 
there is a reference in the Statement pertaining 
to school boards and their autonomy as compared 
with the autonomy of local municipal councils. 

Most municipal councils feel that they are simply 
a collection agency for the school boards. They 
have no Jurisdiction, so to Speak, over the funds 
that the school boards take in. For instance, 
the federal government in the past few years, in 
conjunction with the provinces, has developed 
vocational schools, This has been a great boon 
to a certain class of education; but we must also 
remember that this has opened a new field of 
education, This field was opened before to those 
who were in the financial position to send their 


son to a trade school or vocational school. But 
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those who were not in such a financial position -- 
and there are more of them than the others -- x De 
their son or daughter was not academically inclined, 
they went into the labour market. So this has 
developed a new phase of education. 
These grants that are received for 
the building of these schools are certainly a 
wonderful addition to the education facilities; 
but once the schools are built this reverts back 
to the municipality. They receive some provincial 
grants in various provinces, within their own area, 
but the continuing maintenance costs, the teaching 
staff, the maintenance of the buildings, and so on, 
has again placed another burden on the municipality. 
What has happened is that something 
has been created, and when you do something good, 
quite often some other problem develops. We 
realize this. I believe I speak quite plainly 
on this. The Federation are of the opinion that 
the cost of education does not properly belong 


with the property owner, because you can take 


some of the areas where -- we will call them the 
"have not" areas -- in Canada where they have 
these vocational schools. The taxpayers in that 


area educate these students. They receive their 
education and then go on somewhere else. There 

is not the ingress and egress of this floating, 
trained student population that you may think there 
is. For instance, they would leave, say, Halifax 


and go to Toronto or Montreal, whereas in some of 
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these places they do not have these students coming 
back in, “o 801 they are not receiving the 
benefit of the taxpayers! dollar from the property 
that they would normally receive in the education 
and maintaining of these trained personnel in their 


own communities, 


+ 


men —— ge RE 


= wl ’ > v, Ph ri ¥ a GY 
PS Dich ; =. *, : 
i <f Q f : ety EL | AD ie “7 in ay i ae 
(Ar aes ed aN ¢ oe ue tis if 
yy err t wi a ; ihe ave wen A 
} ~~, * i] a ae tote al ne a i ae 
) J 1? 4 cf y : ad die ; > a 
pn , i" on , @ ue a 
ey ea 
¢ ae | 4 a 
re | j is 7 7 ae = 
) ve iy 


| gi inib e 


: operd: oven tom of Yordd aoosiq ened ay 

nde get ba fon ois yedt ARN) ~oah woe | 
vStiaqert sds servd'telLeb Wersyeqzad edt to cttened | 
fro vegan ont ab evteoon wklemon olyow yedt ged | 7 


qfada nh eeenee cataaciaied easdt-"to peintegaiew be 


Relation: wo 


ANGUS, STONEHOUSE & CO. LTD. 7800. 
TORONTO, ONTARIO : 


So we feel very strongly that this cost is not a 
et tone cost applicable to property. 

COMMISSIONER WALLS: The only thing which 
is troubling me in this regard is that I know that 
as well as in Ontario and Quebec you have other 
provincial committees or provincial commissions 
studying this matter at the present time. I see 
that in some cases there have been recommendations 
that the provinces should pay for education.byntaking 
it out of consolidated revenue; in other provinces 
it has been recommended that they pay for it by 
Sales tax; and yet in others it has been recommended 
that they pay for it by provincial income tax, 

Are your organizations uniform in what you are 
asking for in all provinces across Canada? Are all 
of the members asking for the same thing throughout 
the various provinces? 

MR, CAMPBELL: I believe so, 

MR. TURPIN: Speaking not for the province 
of Quebec, but regarding the brief which the union 
and municipalities will present to the Belanger 
Commission this coming Thursday, our number one 
recommendation to that Commission is that the real 
property should be left entirely to the municipality 
to discharge their responsibilities for the 
protection of the person and the property. We 
are recommending that we should be really rid 
entirely of the burden of education, and that the 
province should take that upon itself. How they 
get the revenues to do that is not, 8 Whinkywour 


business. I do not think we could agree from coast 
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to coast on how the provinces should raise the 
money to pay for education, Our stand is that 
reali property 1s no.more an equitable basis to 
collect money for paying for education, Fifty 

or seventy-five years ago it might have been an 
equitable basis, because most wealth was repre- 
sented by real property. Not too much money was 
represented in bonds or company Shares, and perhaps 
it was equitable to collect money for education 
from real property. That is no more so. It would 
be far better for the provinces to pay for the 

cost of education through, perhaps, personal 

income tax or corporate tax on the profits, or 

by use of a sales tax or a blend of those three 
methods perhaps, which would in turn give to the 
School boards on a reasonable basis the ability 

to pay for primary and secondary education on a 
school per capita basis. 

MR, MOONEY: There would be general 
agreement across Canada on the part of municipal 
authorities that the costs of education should 
not be made an obligation of the property owner. 

THE CHAIRMAN: We have heard that 
argument before. 

MR. MOONEY: This is a burden on the 
property taxation which property taxation should 
be relieved of. 

THE CHAIRMAN: Yes, we have heard that 
argument. Presumably the corollary of that -- 
and I think you have said this -- is that the 
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municipalities would, in fact, give up responsibility 
for, and any administration of, educational 

matters, that the school boards would then be 
responsible directly to the provinces, and that 
moneys would be found through the municipalities 

or any responsibilities exercised by the munici- 
palities. I suppose that is Piehts theitwnoet? 

MR. TURPIN: In our province the municipal 
government has no responsibility in connection with 
education, In our city of Hull the school boards 
use our assessment roll, They collect their own 
moneys and spend them, We have nothing whatsoever 
to do with how they spend that money. 

THE CHAIRMAN: You cannot control their 
applications for money at all? 

NR. TURPIN: Notoatvell, Whereas we 
have to submit our borrowing by-laws to the public 
before it is even submitted to the provincial- 
municipal commission, they are not obligated to 
Submit their by-laws to the public. 

MR. MOONEY: There are variations in 
Quebec on that point. 

MR. DAWSON: I think the answer to Mr, 
Walls' specific question is that there is a complete 
unanimity of opinion across Canada between the 
municipalities on the principle that property 
Should only bear those charges which apply to 
the property and services of the people, protection 
and so on, But there may be differences in 


application of those principles in the various 
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provinces. 

COMMISSIONER WALLS: Well, that was really 
my point, I know that you are all in accord 
with what is wrong, but it did seem to me that 
this matter has come up so many times within the 
provinces and between the provinces where it has 
been defeated to some extent by so many people 
asking for different things, or even by the same 
body asking for different things in different years. 

MR. DAWSON: I think that in a country 
as vast as ours that is the inevitable result. 

It is unavoidable, 

COMMISSIONER GRANT: Iwas just exploring 
your thinking behind the figures of revenues and 
expenditures on pages 12 and 13 of your brief. 

They seem to work out something like this. If 
the municipalities are relieved of the cost of 
education they would then have enough revenue 

to more than balance their budget without any 

provincial grants. 

MR. TURPIN: ‘That is right, 

COMMISSIONER GRANT: They would have a 
surplus of some hundreds of millions. 

MR. TURPIN: We would not use it all, 
though. 

COMMISSIONER GRANT: I was just going 
to carry that a step further and say that that 
would leave about $780 million to be raised for 
education, which is the equivalent of about one- 


eighth of the total revenue raised by the federal 


at ge esd soe t 
“hana ot mean: BE at for boom et tase adiw 
ae gh abate. some?) yoni. ony qu aeieo asd rotdam shied 
i‘ ae 8 onerw Root vor oid beewted bend wsoekwony 

 ohaeer view on: tit thetxe amor of betested coed | 
if gre ond ys ceva tov, agents dnsweTLUh rot gatses 
saree drowstith ab egatide dnegertth wt) getter eho 

 Ganhauop em dest settalt T DR WAC > EM 

tfwess eldetivent pdt ai teag2 ewo ne Janv es 


cane 


Se ian as oo aatdebtowann al a - 
| yntrotaxas test eawed pe tRARD HIROTSEINMOD 
| Sorte edoienibiners ‘to eetealt wd+ Datded gristnidy sux 
. sted “woy to fl bee Sf esgaq ao’ eet besgae 
| ‘ 40) | AY exter goalddénoa suc Xiow o¢ mood yar’ 
| 30 deon aid Yo bevelfor ot8 eelsileqioinusa aA? 
ontieven cpus aval aad blsow yards hot aweube: 
| | Yn suonsin geghyd when? gpaéred mene —_— cd 
| ‘atneng feton tiene 
| ‘ @egtt at fete FALSE? AM 
6 avell bi vow you? sTHWAHD ARWOLSSLKNOD 
| »etrotiiga to abeabren eqqce Te. nul ae 
| ile ‘tt rein ied Blow eW LOTR YT. WAM 
| | | sh ywortd’ 
) geito’ tei) mnw T |: eHAND) AAWOTeRTIMOD 
. toit dae yan bes centtasd qesa & teat ymian oF 
“oY haalar ed of nowt ttm C272 tueds eyaet Sionw 
— tyods to) Maelevivps od? at Aoldw ~Holtsouts 
Lerabe) wna ye beatae anqevex Lesvos ead To isngte ° 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 7804 


government today. 

MR. MOONEY: That is fine! That is the 
whole problem, 

MR. TURPIN: In our brief we said that 
if we were given real property as our source of 
revenue we would not ask for any other grants from 
the province. There would be a source of additional 
income which we would not use 100 per cent immediately 
after it was left to us. It would be gradual 
over a period of years. We might absorb 15 or 
20 per cent the first year. It is not because 
we would have the real property exclusively to us 
that we would use every cent of the money which 
is being raised by the school boards for education. 
It would be gradual. 

THE CHAIRMAN: Would you reduce your 
property taxes? 

MR. MOONEY: I think that time would tell. 

MR. TURPIN: I do not think that we would 
reduce our property tax, because the rate presently 
is just sufficient to raise enough money. But 
I think it would increase gradually. 

COMMISSIONER GRANT: If you were relieved 
of the cost of education it would reduce your 
expenditure. 

MR. TURPIN: In our city our rate does 
not include the cost of education. The school 
boards have their own rates. 

MR. CAMPBELL: It may or may not reduce 


property taxes, for the simplé@ reason that we in 
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the municipalities would then be in a position to 
do much of this Sreat backlog of work in capital 
expenditures which is now being deferred due to 

the high cost of education on the property owner, 
That is our grey district, so to Speak, which could 
be built up and renewed, such as urban renewal and 
things of that nature, capital expenditures which 
we must maintain, Then if we had a few dollars 
left over we would S0 on to projects of a municipal 
nature, At the present time there is a tremendous 
backlog across Canada of this type of work which 
cannot be done. 


THE CHAIRMAN: Would you be able to take 


on more of the social welfare burden in the municipality? 


I am surprised at the figures which TI see here, which 
indicate that in 1952 $42 million was spent on 
social welfare, which is the same as 1933 which, 
of course, was a bad year. But it is a little 
more than 1946, It does not seem to me that it 
has grown very much over the years, nothing like 
in proportion to the growth in population. Tt 
is a fairly Steady figure, and that is because I 
assume that the senior governments had been assuming 
more of the cost, 

MR. MOONEY: That is the answer, and the 
provinces particularly. 

MR. VAUGHAN: It varies from province to 
province, though, In Nova Scotia the municipalities 
must raise one-third the cost of social welfare. i 


believe in the province of Ontario it is 20 per cent, 
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MR. TURPIN: In our city we are left with 
only the payment ofthe placement of children. Some 
18 per cent of that, that is all we have to pay now. 

THE CHATRMAN: I think you all agree that 
that is best administered locally. 

MR, MOONEY: I think that the position 
of the municipal government is that it is quite 
prepared to participate in the local administrative 
costs of welfare, and I think it is probably desirable 
that it should participate. But the actual other 
costs involved in welfare are the responsibility of 
the other levels of government, provincial and 
federal. That is probably the position. 

May I just say this, that there are two 
main arguments or contentions in this submission 
in so far as property tax is concerned. The first 
proposition is central to the whole submission, 
namely that the property tax is the major source 
of municipal revenue. It traditionally has been 
and still is, The cost of municipal government 
has soared and the nature of municipal services 
have multiplied, meaning more costs. Therefore, 
anything that puts an excessive burden on the 
property tax, such as the cost of education, or 
which siphons off property tax as a source of 
municipal revenue, such as other matters referred 
to in the submission, weakens or lessens the 
property tax, and therefore weakens the revenue 
resources available to muntipal governments. 


We have tried to argue that the federal 
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government has had its finger in that pie, affecting 

both the burdening and the Siphoning off of the 

property tax as a major source of municipal revenue, 
THE CHAIRMAN: Thank you, Mr. Mooney, 

Your figures bear out what you say very clearly, 

The cost of education since 1951 has tripled. 

Property tax has come very close to tripling. You 

make the statement somewhere, I think at the top 

of page 15, that property tax "does not respond 

to economic influences as quickly or in the same 

relative magnitude as do other forms of taxes 

which are geared to productivity of business or 

income", I thought that I would look up what 

the resiliency was of other forms of taxes, 

Property taxes have gone up, according to your 

figure, from $531 million to $1,436 million between 

1951 and 1961. That is on page 12 of the brief, 

That is an increase of 150 to 160 per cent, something 

of that order, If I take corporation income 

taxes for the same years, I notice that that 

has gone from $1,227 million up to $1,311 million. 

That has only gone up 6.8 per cent. There has not 

been much gain in corporation income tax. Personal 

income tax has gone better; it has gone up from 

$931 million to $2,050 million, which is 160 per cent. 

Then the sales and excise tax has also gone up, 

Showing an increase of 46 per cent. However, 

none of those figures which I have quoted have 

gone up as much as municipal taxes have gone up, 

and are quite substantially less. I suppose that 


one has to stop and ask how much the base has gone 
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up, and how much the rates have gone up. 

MR. DAWSON: Mr. Carter, may I respect- 
fully suggest that at the top of page 16 there is 
the statement that municipal taxation as a percentage 
of the gross national product. in 1929 was 4.8 per 
cent, and in 1962 it was 4.1 per cent, whereas 
taxation at all levels of government jumped from 
13.1 per cent in 1929 to 25 per cent: In 195e, 

The basic principle there is that it has doubled 

in income tax, sales tax, excise tax, other forms 
of taxation, whereas in actual fact as a percentage 
of the gross national product, municipal tax has 
declined from 4.8 per cent to 4.1 per cent. 

THE CHAIRMAN: You are going back to 
1929, though? 

MR. DAWSON: Yes. 

THE CHAIRMAN: Yes, I accept the validity 
of that argument if you go back to 1929, but I 
thought the more meaningful figures were for the 
last ten tyears, and I quoted the figure for the 
last ten years. The economy of the country has 
changed a great deal if you go back to 1929 and 
compare it with today, but nevertheless that is 
true. 

MR. MOONEY: One of the great factors 
in the last ten years has been the quite phenomenal 
new construction role which has taken place, which 
has put great new value on the municipal tax roll. 

Also during that period there has been 


universal reassessment of the local tax roll right 
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across the country, many of which were badly out- 
dated. They have been brought up to date. These 
have been properties which could have produced, 

in part, this quite interesting comparison between 
the greater percentage of property tax revenue 
compared with corporation tax revenue percentages. 
I think these are considerations. 

THE CHAIRMAN: I think the best and most 
interesting historical figures are to guess what 
is likely to happen in the future. I suppose 
that people have made projections -- I do not 
know what they are ~- as to what is likely to 
be produced by way of property taxes, income taxes, 
corporation taxes, It seems to me that if the 
increase in property taxes had been more than the 
other forms in the last ten years, that is likely 
to continue to increase more than the others. Or 
am I not right there? 

MR. MOONEY: I suppose that if it is a 
repetition of all the factors that have conditioned 
the last ten years, one would expect the next 
ten years to repeat; but one cannot completely 
argue that that will be true for the next ten 
years. 

MR. TURPIN: Is it not due to the fact 
that between 1930 and 1939, and between 1939 and 
1945, the municipal governments were in such a 
position that they could not be relieved of large 
capital expenditures, and that this has resulted 


in a lot of work which requires to be done from 
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now on, I think statistics «- 

THE CHAIRMAN: I am not talking about that 
point, Mayor Turpédn. I accept that there is a 
backlog of social capital to be spent. However, 

I am looking at the resources which you are going 
to spend, and wondering where they are best found, 
You are making the point that there is a stability 
to municipal taxation which does not provide for 
growth; but I am saying that it seems to me that 
in the sources of taxation the most resilient and 
the best growth which we have seen in recent years 
in taxation has been in municipal taxes. 

MR. TURPIN: Not as a matter of choice, 
though, but I think it is a matter of necessity. 

It is there, but it is because we have done it 

in the past ten years that it is not any more 
available. We have increased rapidly over the 
last ten years, so that our rate of increase cannot 
be the same for the next ten years. 

THE CHAIRMAN: Your rates have gone up, 
So you cannot put them up any more, 

MR. CAMPBELL: We estimate, Mr, Chairman, 
that by 1970 the cost of education will be 9.6 per 
cent of our gross national product. If that 
continues at cheberaperes owners level you can 
well imagine what will happen to the municipal 
taxes, 

THE CHAIRMAN: Has anyone decided what 
the limit is as to property taxation, and when 


it is at the point where too many people are selling 
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their property because taxes are too high? 

COMMISSIONER WALLS: Right now! 

MR, CAMPBELL: Yes, I think we have 
reached the optimum. 

THE CHAIRMAN: I doubt that. 

COMMISSIONER PERRY; This is probably 
the way the Federation in all sincerity felt in 
O51, I can imagine that George Mooney can 
produce statements from the press to this effect. 

MR. MOONEY: I remember a statement which 
was quoted by Harvey Perry, who was considered 
an authority, to that effect. 

COMMISSIONER PERRY: I am not saying that 
there are not obligations in this field. 

MR. TURPIN: We have been asked that 
question on several occasions, and my answer and 
the answer of many others in our level of govern- 
ment has been that it depends on the policies 
of the higher governments. If these other two 
governments keep on siphoning the money from the 
Same people, the property owners and citizens of 
the province and of the federal government, then 
what is left is becoming so small that any part 
which we take from it is something out of proportion 
to the ability to pay. That is because the 
provinces and the federal government have taken 
so much of the dollar of our property owners that 
we find it impossible to take a few additional 


cents from it. 
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THE CHAIRMAN: You have a pretty good 
claim on the property owner, I think; a claim secured 
on the property. 

MR. TURPIN: Yes, the guarantee is there; 


but I think if we keep on increasing our taxation 

bases most of us will be turned out, not because it 
would be our fault, because people react much faster 

to the actions of municipal governments than to those 
of the provincial and federal governments. And it woul 
not be due to our fault. The needs for expenditures ar 
there and we have got to do Something. By doing it 

I think we are helping the provinces and the federal 
government in their over-all governmental policy. 

COMMISSIONER GRANT: Could we explore, Mr. 
Chairman, the comparison here between net revenues 
and general expenditures on pages 12 and 13. I note 
that in the year 1951, for instance, expenditures ex- 
ceeded revenue by $103 million; in 1956 by $106 million 
in 1959 by $348 million; and in 1961 by $419 million. 
The figures are not here for 1962, but if the trend 
continues they will be greater in 1962 and greater in 
1963. Is this difference made up in borrowing? 

MR. MOONEY: Yes. 

COMMISSIONER GRANT: Do these figures in- 
clude such municipal commissions as may be charged 
with capital expenditures on behalf of the municipality 
I refer to two instances. For instance, the Toronto 
Transportation Commission, are its Subway expenditures 
included? 

MR. MOONEY: Yes, I believe they are 
included, Mr. Grant. The Toronto Transportation 
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Commission reports its finances back to the e1ty of 
Toronto and I believe in the aggregate these figures 
are reported back for the purpose of the compilation 
of the D.B.S. data as part of the city of Toronto 
finances. 

I would have to double-check that, but I 
think that is right. 

COMMISSIONER GRANT: These are capital 
expenditures, and as such are quite sizeable. 

MR. MOONEY: Yes. 

THE CHAIRMAN: These figures are not what 
one generally calls deficits. They would be deficits 
and also capital expenditures? 

MR. MOONEY: Yes. 

COMMISSIONER GRANT: With that explanation, 
the difference in revenue and expenditures is not 
quite as alarming as it may otherwise be, is it? 

MR. MOONEY: No. I think this is attri- 
butable to good municipal management across the 
country, by and large. Our municipal governments 
are keeping the line -- they have to; they are not 
allowed to do otherwise, and they do not get out of 
line -- in terms of revenues and expenditures, 

THE CHAIRMAN: Shall we move on to sales 
tax, With regard to sales tax you come down to two 
pretty definite recommendations, I believe, and we 
have a few questions on the subject. 

COMMISSIONER WALLS: First of all, I think 
it might be well to review what you have sales tax 
on at the present time, in view of recent changes. 


As I understand it, all your road-making equipment, 
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all your fire-fighting equipment, your culverts, your 
diesel oil for generators, and all the materials that 
go into bridges, whether it happens to be laminated 
timber, cement, structural steel or aluminum, and 
goods used as parts of drainage or sewerage systems 
are all at the present time exempt. 

We agree this is a matter for study by the 
Commission to the extent that all taxes as between 
governments must be reviewed at the present time; 
that is, exemptions between the federal and provincial 
governments, as well as between federal and municipal 
governments, and between provincial and municipal 
governments. But perhaps the only things that should 
be exempt are those functions which do not compete 
with private citizens who are within your own munici- 
pality and whose business has to do with the same type 
of work that you are doing. 

For instance, we have received strong 
representations from the Canadian Construction 
Association about having to compete with municipal, 
tax-free equipment. There must be many functions 
that fall into this category. I notice in your brief 
that you mention recreation; you are concerned with 
golf courses, skating rinks, and all sorts of things. 

Is there not a danger that when you get 
into that field you are competing with private 
citizens who have to pay sales tax? 

MR. TURPIN: If it was for the sales tax 
applicable to, say, building materials, I think if 
they were exempted the contractor would Submit a bill 


without the sales tax. 
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| MR. MOONEY: If you carry the argument 

to its logical conclusion, they would govern the 
country and it would be put on a private basis through 
out. The federal, provincial and municipal govern- 
ments are instrumentalities of the people created for 
serving the interests and well-being of the people. 
They are not interested in producing goods or services 
for a profit. They are undertaking these various 
activities because they are in the interests of their 
citizens. 

To impute to municipal governments that the 
are competing with private enterprise because they 
are ppersiihs Skating rinks for children seems to be 
the height of something or other; or that they are 
competing with private enterprise because they have 
a city hall. Where do we go on this argument? The 
municipal governments contend that they are part of 
the overall and inclusive structure of government, 
and part of our argument with respect to the sales 
tax is that the purchases of the provincial govern- 
ments are exempt from the federal sales tax, It is 
true that the federal government pays sales tax on its 
purchases, but this is a matter of taking out of one 
federal pocket and putting it into another. It does 
not change the total net position of the federal 
government as a consequence. 

But in terms of the municipal governments, 
you take it out of one pocket and it has gone, and 
the pocket it is taken out of is the property tax. 
This is a siphoniing off. This is where the federal 


government imposes a tax on local citizens on the 
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principal source of municipal revenue, the property 

tax, and therefore limits the productivity of that 

tax in so far as municipal governments are concerned. 
COMMISSIONER WALLS: First of all, 


the federal government which imposes this tax charges 


_ its own departments this sales tax. 


MR. MOONEY: Yes, I concede that. This is 
a book-keeping matter. 

COMMISSIONER WALLS: I mentioned when I 
started my statement that we will have to review this 
whole matter of taxation as between governments be- 
cause they are also coming into competition with 
private industry in so far as -- wiichkheyou did 
not vention =< the exemption of municipal corporations 
from corporation tax is concerned, which is leading 
in many cases to the taking over of utilities and othe 
Cbusinesses:) by both municipalities and the provinces. 

This is a matter of major importance. All 
these taxes have to be reviewed in the relationship 
of one government charging another government, and 
this is only part of that whole story. 

THE CHAIRMAN: I am not persuaded that one 
government should not tax another government. Finally 
the person who pays the taxes is the citizen, the 
individual. It gets through to the individual in 
different ways and in different qualities, and if a 
sales tax is levied against the municipalities and 
against the property owners, you say it dries up some 
of the base on which you can assess properties. I am 
not persuaded that is not the right way to levy it 
against the citizen. If it has something to do with 
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municipal services, I think it should come through 
property taxes rather than through sales tax, income 
tax or any other way. It is a matter Scialseattes 
against the citizen. You say that it ‘dts up some 
of your tax base, but it would seem‘ me there is no 
- valid reason «© why one government should not tax 
another government. 

MR. TURPIN: Unless the property owners 
are paying more than their share of the over-all 
governmental expenses in Canada. 

THE CHAIRMAN: You make the point that 
property owners are being unfairly treated and there- 
fore should be relieved? 

MR, TURPIN: If you impose the sales tax 
for the materials the city might be using, and the 
city has to go and pick them up again from the 
property owners, you create more inequity. 

MR. DAWSON: I myself might be inclined 
to agree with the sentiments expressed by the Chair- 
man, because eventually it comes out of this poor 
fellow who is wrapped around a barrel anyway. That 
is true. I think the Commission should concern itself 
in the event that they reach such a conclusion, with 
the fact that such taxes are consistently applied. 
This is where we feel there is an unfair distri- 
bution. If a provincial government under our present 
law is entitled to exemptions for these things, we 
feel that certainly the municipalities, which are 
creatures of the federal government, should be 
entitled to the same treatment. I think that is 
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THE CHAIRMAN: I think you are probably 
quite correct; why should pne government be exempt 
and another government taxed. 

MR. DAWSON: Yes. 

THE CHAIRMAN: I have nothing to say about 

that at all. I am speaking essentially to principle, 
and looking at the principle certainly one ought to 
vary this from time to time and in different ways. 
But I still am not persuaded that one government 
should not tax another government. 

MR. MOONEY: There is another aspect, and 
this is what we were talking about a few minutes ago. 
That is, that in this federated structure of ours as 
between the three levels of government, the revenue 
resources available to municipal governments are very 
restrictive and they are very rigid. Except for some 
minor revenues -- and we have itemized where they 
come from -- traditionally and so far as we can see 
people continue to chatiacterize the revenue picture 
in this way: The property tax will be the main 
Source of support for the revenue requirements of 
municipal governments. Demonstrably this is not 
adequate. I think this is a generalization, but I 
think it would be generally agreed that it is so. 

As a consequence of its inadequacy municipa 
governments have had to go on bended knee to their 
provincial governments; they have had to go to the 
federal government. So both the federal government 
and the provincial governments have ihad to introduce 
measures of relief of one form or another. As a 


consequence of this requirement we have developed a 
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rather crazy quilt pattern at the municipal level, 

We are talking about the three levels of 
government including the municipal governments. I 
think I would indict the municipal governments -- 
and this is really in the brief -- also when we are 

talking about the tax exemption failures of local 
responsibilities and continue to grant certain tax 
exemptions to certain industries. 

If¢ the property tax were regarded as sancro 
sanct purely and solely as a source of municipal 
revenue for municipal purposes, and was not burdened 
with other extra cost obligations or not giphoned 
off indirectly by other tax measures of other govern- 
ments, we would have cleaned up a messy situation; 
we would have rationalized, at any rate one govern- 
ment level of taxation. We would have produced a 
sound, sensible, defensible basis for supporting the 
financial requirements of municipal governments. We 
would have set a lead, and perhaps we might achieve 
something similar at the provincial level. 

THE CHAIRMAN; Without indicating that I 
have concluded in my own mind anything whatsoever at 
the present time, what has happened in municipalities 
is that you have been caught with a tremendous increas 
in the cost of education, which is going on, and no- 
body can deny its value and purpose, and municipal 
Sources of revenue just have not been equal to that. 
I can well understand the municipal governments' 
difficulties on that score. I do not think you need 
labour that point any further. 


With regard to federal income tax you make 
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a couple of suggestions with regard to the deduction 
of property taxes from the income of the individual, 
and also mortgage interest, I think. Am I=correct? 
MR. MOONEY: Yes. 
THE CHAIRMAN: We have heard this a number 
of times, I must say, and I find it very difficult 
to in any way accept the analogy as between the 
individual and the business. Property taxes and 
interest are certainly fairly deducted in determining 
income from a business where the property is being 
used in the earning of the income. Nobody can argue 
about that. It should come off, to get at the results 


of the business. 
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I find it extraordinarily difficult!to see why 
there should be such a deduction arising at the 
income of an individual, Now, we do permit 
deductions for arising at the income of the 
individual for certain social purposes. HE 
Suppose you put it on those grounds, IT VGES a 
good idea to encourage home ownership, and so on, 
I would have thought that deductions, considering 
the precedence that you quote here, would cause 
more unfairness than they would solve. If one 
permits such deductions, he is permitting a 

lower tax to the man who pays interest on his 
mortgage than the man who has not got a mortgage 
so you are permitting lower taxes to the home 
owner who pays property tax and mortgage interest, 
than would be the case for the tenant. Et. just 
does not seem to me you arrive at a very even 

tax basis. 

MR. MOONEY: I will allow some of 
your colleagues in the profession to deal with 
the matter, 

MR, TURPIN: The federal income tax 
policy now, as it stands, allows tax deductions 
to an owner who has a second dwelling under the 
same roof, I think the principle has already 
been accepted by the Federal Government. 

THE CHAIRMAN: That is to arrive at 
the income of the second dwelling where it is 
rented, a perfectly fair deduction, because you 
have got to deduct your cost to get that income 


from that dwelling. That is an entirely different 
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matter than income of the individual who owns the 
house originally, 

MR. CAMPBELL: Of course, the thinking 
of the Federation on that point as well is a 
matter again of the municipalities endeavouring 
to obtain sufficient working capital, if you 
wish to call it; ifthe property taxes were 
deducted from income. This would then enable 
the municipalities to proportionally increase 
taxes to gain sufficient working capital to do 
the backlog of work which exists. 

THE CHAIRMAN: I saw the point in 
your brief, although you did not state it that way. 
I realize that is the point. 

MR, CAMPBELL: That is the crux, 

MR. DAWSON: Mr, Carter, may I 
venture to ask this question. Do you feel our 
income tax system in Canada is different to that 
obtaining in the United States and United Kingdom 
which do permit the deductions, or do you feel 
they are wrong? 

THE CHAIRMAN: I feel they are wrong, 
if you would like to know what I have to say about 
a ae I was in England recently telling them that. 
I got very little argument. You see, it arose 
in England because at one time they computed income 
to the home owner and made him pay tax on it. 1h 
you do that you allow deduction of mortgage interest. 
Then they removed the income portion and did not 


remove the mortgage interest. Of course, I was 
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very interested to find why. I got no very good 
answer to the question, 

MR. CAMPBELL: I would like to ask 
the Chairman a question. What is the Commission's 
thinking in so far as the capital gains tax is 
concerned? 

THE CHAIRMAN: That is a nice try, 

Mr, Campbell. Good for you. 

COMMISSIONER PERRY: Do you want a 
verbal statement or do you want it in writing? 

MR. CAMPBELL: I mean, Mr. Carter 
was very emphatic as far as deductions of property 
taxes are concerned, 

THE CHAIRMAN: That is right. tae 
was emphatic it was my own thinking and not the 
Commission's thinking. It may change, Do not 
take that as final, 

MR. TURPIN: We think, Mr, Chairman, 
this imposition of income tax on that portion of 
the municipal tax is a double taxation, 

THE CHAIRMAN: Yes, I notice you said 
that. 

MR, TURPIN: Why should property owners 
have to pay twice, They pay the municipal govern- 
ment and then on that portion of those taxes to 
the municipal government they have to pay taxes 
to the Federal government and also to the Provincial 
government, 

THE CHAIRMAN: I don't know what 


double taxation means. I do know we have had all 
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sorts of people talking to us about double taxation, 
I think we have tripé&e taxation and quadruple 
taxation, all kinds of taxation. I am not sure 
that there is double taxation in the way you 
describe it. That is a legal thing. 

MR. TURPIN: Our suggestion is if 
we would be left that field of taxation we would 
not have to go to the provinces and the Federal 
government for grants of all kinds. We would be 
on our own feet and collect the money that we spend. 
Now we are getting more and more money from the 
higher governments. I think that policy is not 
sound, 

THE CHAIRMAN: Just dealing withc income 
tax, I think we understand your point very clearly, 
I can assure you wé will continue to consider that 
matter, It is certainly not closed. We have 
heard argument which has been well represented 
to us many times, I can assure you we will 
continue to consider that. 

COMMISSIONER GRANT: TI was going to say, 
Mr. Chairman, your solicitation is on behalf of 
the private dwelling owner occupier because you 
readily take into consideration that any other 
form of real estate in avumunicipality is entitled 
to deduct its deductions from its revenue if it 
is in the commercial field --- 

MR. CAMPBELL: They already do, yes. 

MR. MOONEY: Here again our concern, 


apart from what has been said on the double taxation, 
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Mr, Chairman, is with respect to what we spoke 
about before and that is recognition of the sacrosanct 
nature of the property tax in so far as municipal 
government revenues are concerned and this is a 
Siphoning off.of that source of revenue, 

THE CHAIRMAN: I see your point, 

Mr. Mooney. I think it is a pretty good one, 

MR. MOONEY: It is clearly demonstrable. 

COMMISSIONER WALLS: I believe, 
correct me if I am wrong, that it is only in 
North America that property taxes are used for 
education, Maybe it is land tax I am thinking of, 

MR. MOONEY: It adds up to the same 
proposition, 

THE CHAIRMAN: I gave you the 
technical income tax argument which perhaps 
standing by itself is not as important as the other 
side, I don't know. 

COMMISSIONER PERRY: Would you need 
these concessions in the latter part of the brief 
if you got rid of the educational expense? 

_ MR, MOONEY: I think you would still 
argue with that. 

MR, CAMPBELL: We would be very happy 
to get rid of the educational expense, 

THE CHAIRMAN: This is one of the most 
extensive briefs we have had put together. 

MR, MOONEY: After all, surely you 
would not want to see me go in to mothballs. 


COMMISSIONER GRANT: I don't think you 
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would go into mothballs. You would be enshrined, 

THE CHAIRMAN: Is there anything else 
in the last section of tax exemptions? You deal 
with the C.N.R. and the National Harbours Board 
and matters of that kind where they are exempt 
from municipal taxation. 

MR. MOONEY: We have referred to 
what we regard as somewhat of an anomaly. The 
actual fact that of all the Crown corporations 
only the Canadian National Railways and only 
the C.N.R. in part and the National Harbours 
Board have not appeared to have carried out what 
amounted to a directive from the Federal govern- 
ment to enter in negotiations with the municipal 
governments to agree upon a fair and equitable 
basis for extra payments in lieu of taxes on 
properties owned by them in municipalities. 

We have cited instances in the case 
of the Canadian National Railways. It has to 
do entirely with their properties in the Atlantic 
provinces, Elsewhere in Canada they are making 
extra payments equivalent to the going rate of 
taxes in other cittes. 

In other provinces, for the reasons 
Stated in the submission, which we do not think 
are justifiable reasons, they fall back on their 
own formula. 

The National Harbours Board for reasons 
which are cited here fall back on their own formula 


and the amount of contributions paid to cities in 
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which they have properties are Just token payments, 

THE CHAIRMAN: Well, even if we should 
be in agreement with you on this, I think you can 
take it you have our Sympathy at least. I would 
doubt if we would be of any use to you even if 
we should recomne nd that the Federal government 
should make full payments in respect of this 
taxation of these things. I think that would 
be clearly outside what we have been instructed 
to do. 

MR. MOONEY: You would have to make 
that decision. We felt it was somewhat of a 
Strange interest to have that situation pointed 
out to you. We thought you might want to refer 
to the fact it has been drawn to your attention. 

MR. CAMPBELL: Mr. Carter did state 
that he did not see any objection to governments 
taxing governments. 

THE CHAIRMAN: That is right. 

MR. VAUGHAN: If you take this premise 
in your objection to the exemption of major 
taxes on the municipality, you must follow through 
with the full taxation of one government by another 
government. 

THE CHAIRMAN: Thank you very much, 
gentlemen, I don't think we have any more questions. 

COMMISSIONER GRANT: I request, Mr, 
Chairman, we did not have the opportunity of hearing 
Mayor Vaughan illustrate why the Canadian National 
should pay higher taxes to the city of Halifax, because 
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I know he is an expert on it. He has made a 
special study. 

THE CHAIRMAN: I am sure he would 
be delighted to tell us all about that. I would 
Suggest it would be very nice if Mr, Vaughan took 
Mr. Grant aside and just gave him a little education, 
I would bet he could tell us. 

Thank you very much. indeed for your 
help because you have given us considerable help. 
I can assure you if I have been negative to what 
you have had to say, it has been to try to provoke 
you. I want to hear everything you have to put 
forward. I think we have drawn out your arguments 
in support of what you had to say very fully. 

I can assure you as I have said 
already we will continue to consider these matters 
and it will be some little time before we report. 
Thank you very much, 

MR. MOONEY: Mr. Chairman, on behalf 
of the Federation, thank you for your courtesy 
in hearing us and the very kind way in which we 
were heard. 


THE CHAIRMAN: Glad to see you. 


--- Short recess, 
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SUBMISSION OF 


THE CANADIAN TEACHERS FEDERATION 


APPEARANCES: te, TB: Greenfield, Research Directoy. 
Mr. G. Nason, Secretary Treasurer. 


Mr. W. J. Brown, Research Assistant. 


THE SECRETARY: Mr. Chairman, and 
Commissioners, The second brief this morning is 
being presented by the Canadian Teachers Federation, 
Mr. Gerald Nason, Secretary Treasurer of the Associatidn 
is here together with Dr. T, B, Greenfield, Research 
Director, and Mr. W. J. Brown, Research Assistant. 
Mr. Nason will give a few opening remarks. a 
would like to ''. . enter this brief into the 
record as Exhibit No. 307, 


wer HARIDIE NO, S07: Brief of Canadian 
: Teachers Federation. 


THE CHAIRMAN: Would you repeat the 
officers? Me. Nason is. -- 

THE SECRETARY: Secretary Treasurer. 

THE CHAIRMAN: Yes. 

THE SECRETARY: Mr, Brown is the 
Research Assistant and Dr. T. B. Greenfield, Research 


Director, 
THE CHAIRMAN: Good morning, Mr. Nason 


and gentlemen, We are glad to see you and this I 
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think was a very well prepared submission which 
comes to the point clearly and easily. Would you 
care to say a few words? 

MR. NASON: If that is in order. 

THE CHAIRMAN: Yes. 

MR. NASON: I would like, if it is 
in order, to make a couple of comments and then 
very quickly by way of review -- I know you have 
read the brief fullyw hi E think you had one or 
two others before you, just to skim through the 
scheme of the things. 

We are very grateful for the opportunity 
of appearing before the Commission, This is a 
very simple brief, It will come as no surprise 
to you that some Canadian citizens are seeking 
relief from income tax so we may begin by just 
admitting this that probably everybody would like 
to pay less income tax. 

However, in our opinion and in our 
submission we have tried to substantiate our 
feelings that the teachers, while admittedly having 
the same personal interest as any other citizens, 
have over and above this a professional interest 
in this education, and that these are not perhaps 
duplicated in full by other segments of the 
population, This is a professional interest 
which exceéds not only the interest of the teacher's 
profession as a profession, but also the educational 
practice within the realms of which we practice our 


profession, 
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The brief begins by noting that teachers 
are includéd among all other taxpayers who derive 
income from their employment and again note on page 
1 that concessions for those employed have been 
made very Sparingly in the past, regardless of 
whatever differences may exist in this vast general 
category of employed, 

We refer to two sections of the Act 
that seem to have a bearing on this, This is 
on page 1 and note that they preclude persons 
such as teachers who have no choice but to practice 
their profession in an employed situation from 
deducting certain expenses, As the brief goes 
along we try to stretch out methods by which this 
might be approached; the first method being to 
take a general attack at the situation of the 
employed persons unemployed -- this is really not 
in our sphere of competence nor indeed our primary 
concern, 

Secondly, we have tried to -- this 
is the one we have concentrated on =- to present 
the argument as clearly and as objectively as we 
can in favour of special considerations where they 
may seem special for teachers, Actually we think 
they are not special but are rather an adjustment 
of a special category into a state of equalization 
with other similar special categories in the 
population, 

The education of teachers &5 we try 
to present the argument that this is in the national 


interest and we take education on three points. 
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Beginning at page 2 we have the present 
status of teacher qualifications, not nearly as high 
as we think they should be, the holding power of 
the schools as benefit to quality of education 
and the effect of education on economic growth. 

I shallonot go into these. I imagine 
we can cover some of these points on pages 2, 3 
and 4 as we continue our discussion here this 
morning, 

We might move over to page 6 for a 
moment and I think I can summarize the conclusions 
we have looked at at the top of page 6 by saying 
that we are advancing the argument of the 
desirability of a university education for 
teachers. To us this is as simple as day following 
night. We are advancing the argument in case 
someone might miss it. 

Moreover it is not just pre-service 
education that is essential but continuing education 
since we are a profession. You cannot stop; even 
if we are well prepared when we begin our teaching 
lives, otherwise we cannot possibly be adequately 
qualified and competent teachers. 

There are really two levels by which 
we feel our training is justified. Teachers 
are professionals. As such they have a moral 
and professional obligation to seek continued 
self improvement. If perhaps you wish to accept 
a more practical plan, there is dees that 


the recognition for higher salary is largely this 
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type of self improvement. Therefore, investment 
of personal funds in courses and conferences is 
as essential to the teacher as to any self- 
employed professional. 

At the second level we do believe 
it is appropriate for the Federal government to 
use all possible means to encourage improvement 
in education particularly because of the close 
relationship between educational quality and 
availability on the economic status of the country. 
Therefore, we believe that at this level of interest 
in the national welfare there is an argument for 
the Federal government by income tax alleviation 
to encourage teachers to improve themselves and 
thus work towards this aim. 

We have on page 6 listed our recom- 
mendations and we are prepared to answer questions 
about these and to make further comments. 

On page 7 we have cited, for whatever 
you may consider them worth, some aspects of tax 
treatment of teachers in other countries. 

On page 8 in our summary I have really 
tried to make two basic points that there is 
considerable reason to argue that teachers, 
who can only practice their profession in an 
employed situation, are being discriminated against 
in comparison with the self-employed professional. 
And secondly, when teachers qualifications are 
low, the quality of instruction received, as 


revealed by the retention rates to the upper grade 
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in the secondary schools is also low, moreover, there 
is a definite r@lationship between quality of 
education and economics, 

We believe that failure to recognize 


the certain professional investments for income 


tax deduction purposes, even a conservative state- 
ment would mean it would fail to encourage improves 
ment of teachers qualifications. 

I do not want to take any more of your 
time, It is clear you are familiar with our brief. 
We are prepared to and in fact we would welcome 
questions. I would be delighted to discuss whatever 
topics you wish. 

THE CHAIRMAN: Thank you Mr. Nason 
indeed. I think for the purposes of our questioning 
we might look at this under three headings. 

Certainly there are three things that I am 
interested in and I guess that applies to the others. 
The relationship between educational standards of 
teachers and dropout, which you state in here, the 
matter of education and economic growth and the 
third matter of your recommendations, 

I do not think I have ever seen 
correlation between educational level of teachers 
and retention rates of studends. I was wondering 
to what extent this is varied. You make the point 
that in British Columbia the retention rate is the 
highest and the educational level is pretty high 
too. But if we go to secondary schools where there 
is a large rate of dropout, I have always thought -- 


I see that the Ontario level degree holding teachers 


| 
| 
| 
| 
| 
| 
| 
| 
| 


| 


1 


ii ‘ , be { " * a # ee Ap Oar a 7 e ; ; 4 - 
hi >) a's te Ar Pry }) See id eT Slit 
i as [ . } 4? } - 1 Pn ' ; ; 
eo ee SIM ee TG Ae eA) St Mg A Pyles 
PY Bi? if) ae a eo i | (i m as v ‘ ahs a cn . ea ey Oe 
: 7 i; i ; ¥ ae P v7 be ie . . ely ae 5 ae uo ¥ x rN : 
q ‘ ) re a uy : ve y * » aE . von : aX J 
i © ‘ erwin “= yt : , 
| 1) i 1 ; ar L] , 7 : .} a 
i” 7 " E ‘ ica | hl 
/ . 
| : pei 
‘ (ee 0 wi ae 
i ; : . ' Le ! q 


so 


t 


Bied? \Hvoamol cue oats, as, ‘dived ‘washnover: sft i 

tice penne qidenotialay etinttek ¢ of 
. Meh .solmontboe: bes sottgoubs | 
yr es iiponet Ga attlet dadd svobfed oW 
sence 40% ‘asim a@rad fenelaustoug mistues sid 
sete eS evidawasange ® reve .asaoysag Soltoubeb xa? 
wipe dagmit ennmionge. ot fist Siirow . it cede Disgow Perey 
‘PHOLoRS tilapp excsricoas? 16 Joann 

xwoy to font Were (Balesit oe dovew ton ob © 
‘nated nine eign twititoes ote woy spelo. ef af) saniky 
etioolew BDivew ew dost at bos of ‘beregenq gee SW 
eavedanw gnmgeth oF Seddgifed ed bigdw 7 ancy sah” 
| ale voy aortad 

Hoasi sat wor Ahed?  WAMALARD ZH? 
gnbito teen suo Yo seecepiung st 291 dete [ . Seebtt 
 eegbhpet sett? thot elAg te veel Sepia ee 
‘ ms I gaeigd sont? seat ate svredd yOtlereee 
Bronte ats of ealiond tedd masa I tos at, beduaregee 
Io 2pt soNEtR mcroLdeoube Heowied wiftanoltgien. sagt 
any ,oter at efaevn Nov cotdw .dwodesd Sue susibese 


sity bone Atwoes Sieondoe. bas gossvauwhs to qaiee 


ares ; ye eo). i to i ] fi hae g 
fegRn wa evan i Ga iy gon ob 1 


Ut 


aneHoass tc feved (tanoltisoubs weernted sottelaxtas 
Stvehtow asy J ubdeboda Yo patos noisitetes Sake 
MiLog edt Si git wo baltev eal eaeftady inedxs Jane ig a 
ait ‘gt does oltiecen att ctdmelod dattion wt Sane ? 
natn (ditetd et favek Lenottpoube said bre tasrigtd 
stad? exanw eloé@des wrebrooss od o4 sw LP Jus cog { 
-— Sodhond evsule vert : , TEOEh Yo ate outef sae 


gisdose? githled saygeb Level obveto oft Jude? soe 


7835 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


is 93.9 per cent whereas the retention in Ontario 
does not seem to me to be very good. 34 per cent 
in grade 12, The retention rate in Ontario is low. 
Can you explain why there is no better correlation 
in Ontario? 

MR. NASON: I would just like to make 
this point about correlation. We recognize the 
vast number of factors that are operating here 
and it may well be we regard it as coincidence 
rather than correlation here. But to answer 
your detailed question, perhaps Dr. Greenfield 
or Mr. Brown would be able to answer it. 

THE CHAIRMAN: I think we can accept 
the general principle. if we have better teachers 
more boys will stay in school. 

COMMISSIONER WALLS: Basically is the 
problem not much along the line of representations 
that were made to us that in those provinces where 
the amount of money allotted per» pupil: is the 
lowest is where you have the lowest standard of 
teaching education and the greatest numbercéf 
dropouts, so finances are pretty well the backbone 
of both statistics to some extent, 

MR. GREENFIELD: That is correct. 

MR. NASON: That is basic. That would 
be what we have discovered from the statistics 
available to us. This is, however, influenced 
by the policy of provinces or areas to attract 
well qualified teachers because increasingly they 


are not only in competition with others in their 
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own 
/prowingeovbut:the Highly qualified people indeed of 


the whole of Canada. So you get teacher migration 


coming into this. 


THE CHAIRMAN: How about the question 
I put to you? 
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MR. GREENFIELD: Mr. Chairman, in the 
matter of correlation I should say that we did not 
calculate that. We are not saying that there is a 
relation between these two variables. Obviously 
there are in education many factors which would come be- 
tweenca highly qualified teacher and his ability to 
keep a student at school. One would be the educationa 
policy, the value which the province places on keeping 
these students at school. On the other hand, it seems 
to me, as a logical basis, that a student would not 
be kept in school if teachers do not have something 
to say, as it were, to the student. The qualification 
and knowledge of the teacher are going to have some 
bearing on this retentive factor. 

MR. NASON: If I might just interrupt, Mr. 
Chairman, I do not think you are disputing this 
logical connection. I think the Chairman is after 
what seems to be an inconsistency in the data. 

THE CHAIRMAN: I am getting down to details 

MR. NASON: If the retention rate in 
Ontario is low and they have a fairly high category 
of qualified teachers, what effect does that have on 
our argument? 

THE CHAIRMAN: I am prepared to accept 
that principle right away, but I am wondering why 
Ontario does not measure up. It is very high in 
Ontario, which has a large proportion of university 
trained teachers in the secondary schools. 

MR. GREENFIELD.: I did try to indicate 
that one of the reasons why any correlation would be 


difficult would be because of the factor of the 
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educational policy of the province. What is the aim 
of the school system? If it is its aim to train an. 
elite, then your aim almost by definition is to drop 
people out. I am not claiming that this is the 
position in Ontario, but in certain western provinces 
I think they have tried to educate “every man's child" 
I think is the phrase, a little more than has been 
the case in the east. 

THE CHAIRMAN: Well, thank you. I think 
that answers my question. Is there anything further 
on that first point? 

MR, GREENFIELD: I thought I would point 
out to you that British Columbia, which is one of the 
provinces which has aimed at educating | every man's 
child,has also seen fit to Spread its degree teachers, 
which it has many, throughout the whole education 
system. So that if you are querying the effort made, 
I would point out that in British Columbia they had 
started earlier with well qualified teachers, and they 
have spread them down through the elementary grades 
where they have not done that in Ontario. 

THE CHAIRMAN: Quebec is excluded because 
no doubt the information was not available. You can- 
not get the same information from Quebec which you set 
out in Table I, I presume. Is that right? 

MR. BROWN: Yes, that is correct, Mr. 
Chairman. D.B.S. does not collect data for Quebec. 

COMMISSIONER GRANT: The university en- 
trance requirements have a great deal of bearing on 
this Table too, have they not? Because if you can 


enter university from Grade II with matriculation, you 
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are required to retain a higher number of students 
for Grade 1I. But if you also enter at Grade 12 you 
will have a material drop off. 

MR. GREENFIELD: I do not know the answer 
to that. This is something which we have not even 
anticipated. 

COMMISSIONER GRANT: I am looking at the 
province of Nova Scotia, with which I am familiar. 
There we have a retention of 40 in Grade ll, but we 
fall off drastically in grade 12. I Suppose the 
reason for that is their entrance requirements to our 
universities in Nova Scotia are matriculation in grade 
ll, Students there do not have to stay until grade 
12 to get into university, but I think we would have 
a larger retention in grade 12, 

THE CHAIRMAN: Is matriculation grade 1l 
in Nova Scotia? 

COMMISSIONER GRANT: It is both, as a 
matter of fact. It is junior or senior, but you are 
eligible for admission to university at grade 1l. 

THE CHAIRMAN: Shall we now move on to 
education and economic growth? I am interested in 
this. Studies have been made, although I was not 
aware of it before, I must admit. Presumably the 
conclusion is that in order to achieve economic growth 
one must have a good level of education. I wonder 
how far one can carry that argument. I have always 
been curious as to whether, if Canada had no one 
without a B.A. or an M A., if you like to go that 
far, would our growth rate be greater than it is now 


if we were a nation of M.A.'s? 
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MR. NASON: We do not know how far you 
can carry the argument, but in view of the fact that 
we are a long way from being a nation of M.A.'s we 
think that the theory would seem to have some prac- 
tical implications in Canada today in that a higher 
level of general education than we now possess could 
have no effect but good on our economy. The educators 
have been saying that for a considerable number of 
years, but probably have not always themselves been 
convinced that they were doing anything but singing 
the party line. It is interesting that in the last 
two years some reputable economists have also sub- 
stantiated this theme independently. 

THE CHAIRMAN: I thought that this had 
burst upon us about four years ago and that in order 
to cure structural unemployment we had to have more 
training and a higher average level of education. 

I think that that has become pretty generally accepted 
as a fair statement, but you tell me now that the 
educators have been making efforts in this direction. 
I did not think that they had been. I have been a 
little critical at the profession in the past because 
I was not conscious of having been warned back beyond 
four years that if we did not do deuetitecte veut 
education we would run into unemployment or run into 

a low rate of economic growth. 

MR. NASON: I cannot exactly pin-point it 
for you, sir, but I think that we could substantiate 
this argument by facts. In the course of my research 
into the history of our own organizations I have come 
across a number of briefs presented to the federal 


government which have put this point very clearly. I 
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cannot tell you they got a wide hearing by the govern- 
ment, or indeed by the public, and that may be our 
fault. 

THE CHAIRMAN: This is entirely a personal 
matter, but three or four years ago I made a speech 
as President of the Canadian Welfare Council in which 
I think I said that we had not been warned by the 
educators about this. If I am wrong I should like to 
know, and I may well be. I just was not conscious of 
being told that. 

MR. NASON: Here again, what constitutes 
a warning? The actual fact is that the largest per- 
centage of the Canadian population still has not 
heard of Schultz and Dennison. 

COMMISSIONER WALLS: I am a little coneerne 
about theo: statement, made facetiously I know, 
about a nation of M.A.'s. What is required, I think, 
is an extension of education but not necessarily of 
classical education. I understand that in the provine 
from which I come.as a result of a Royal Commission study, 
between 60 and 70 per cent of students will be geared 
predominantly to vocational training from grade 9 on 
rather than geared to a classicial type of education. 

THE CHAIRMAN: I think Ontario is about 
to embark on a similar plan. 

COMMISSIONER WALLS: So that it is an 
extension of education but not necessarily an 
extension of classical education. which is required, 

MR. NASON: It is an extension of education 
I agree. You can find readings in almost every 


province today which indicate that at least some 
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section of a course is out of kilter. I think some- 
one said something about a policy course in Ontario, 
about it not being up to date on scientific develop- 
ment. This too would surely be an inadequacy in the 
educational system. 

The revision of all these things come back 
to the matters we are réeaily here\ to discuss. They 
need two kinds of revision. One e an administrative 
revision in the department, and even more important, 
an adjustment within the professional individual 
teacher himself, because he has to cgo. back and keep 
refreshing himself .Helhas»totkeep reading. He has to 
be getting access to the journals which have this type 
of up to date information, and he has to be able to 
go to meetings where he can meet not only with other 
teachers, but in this case with biologists and scien- 
tists, and know what is going on. 

COMMISSIONER WALLS: If your organization 
cannot manage to get the same standard of salaries 
for all parts of Canada, then are you not going to 
continue to face this problem? In other words, in 
certain parts of Canada there is not sufficient 
Salary to reward! peopléofor.reashingathatastandard of 
education. What have you done iin: regard to trying 
to obtain uniformity of salary inducement? 

MR. NASON: We have tried to bring them 
all up. 

COMMISSIONER WALLS: You have got the 
higher ones up and maybe you have to spread a little 
further. 


MR. NASON: Yes, There is a disparity 
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in the education profession: . all across Canada, and 
as you began by saying the problem is fundamental. 
This problem cannot really be solved with any degree 
of efficiency or effectiveness until we get the pro- 
vision of adequate resources. We know that and we are 
embarked on some kind of campaign which will try not 
so much to raise salary but to raise revenues for 
education across the country. 

THE CHAIRMAN: You do not serve as a trade 
union, do you? 

MR. NASON: No, 

THE CHAIRMAN: You are a professional body. 

MR. NASON: Yes. 

COMMISSIONER WALLS: But you are the 
negotiating body with the provincial government for 
salaries, are, younnot? 

MR. NASON: The Canadian Teachers! 
Federation is not. 

COMMISSIONER WALLS: But your provincial 
branches are, 

MR. NASON: Only in a couple of provinces 
is there provincial negotiation. Usually it is 
negotiation with municipal representatives. This is 
done through collective missions under a slightly 
different framework, but with much the same motivation 
and purpose as the other professions discuss their 
level of remuneration. 

THE CHAIRMAN: Coming down to the recom- 
mendations which begin on page 6, you put this as an 
alternative and you suggest that the teaching pro- 


fession be treated as though they were a business, and 
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as such, be allowed to deduct the expenses of that 
business. Or, in the alternative, you suggest that 
they be allowed to deduct from their salaries certain 
expenses. 

As you well understand, you are not the 
first professional group to come before us with some- 
thing of this kind. We have heard the same thing from 
doctors, dentists, and various others. And as you 
point out, the permission in the act for deduction igs 
a pretty restrictéd. one when onecisca salary earner. 

I am not sure of the reasons for that. As you say, 
perhaps it is administrative, I do not know. 

If one goes to the alternative, you list 
seven items which you believe should be deductible 
from salaries. The first one is the cost of tuition 
and living expenses incurred in taking part time 
university courses. Is it hard to define what is 
a fair amount for living expenses, first of all, and 
secondly, what is a proper university course? I 
assume that a university course must be such as would 
advance the capacity of the student, not merely some- 
thing for his own entertainment. 

MR. NASON: We appreciate the difficulty 
which might come here from taking too broad an inter- 
pretation of this. You might say that all our life 
is education. For administrative clarity we might 
Suggest that the deductions in recommendations 1, 2 
and 3 might mean only in the case of courses which are 
recognized for purposes of certification or definition 
of professional standing. 


THE CHAIRMAN: Who is certifying and 


i” TOBA SEL Ey Pie ly eg a 
H " i or a ee. . 
ne A oN i DB é i wale om 9 a 
As = § } ait + heen é j i a) 7" oa | uy ; a" , ‘i 
ey oe Weis iy rs Wy ‘4 Ce ncanT an Rheal » _ iver: 
Tea is ' hae ie) ni en Satay 
‘ye ’ ’ ‘ . %; hae" 
a i 4 pe aq hay’) ‘he 
f . i i] Var s * 7 i) a 4 
; Merrie By Tin ae, 
i ne : Pe ee 
F v4 oa ae 


| Bad? Ao, sonasigne SH Fouheh ot boweLty ot dome es | 4 

fed, Sepaiai-s vow sawbteriedts, ent ot 0 .anpatend 

dkeanss asitates utedy aoxt doebeb of bewole od act 

‘ ag Hh m | i wogcegxe 
fits ton on 0 eehesebay ifew noy.ad : 

| chars a} righ bw! 2 sxoed pad OF quo faenolaastorg teez? 

‘hor: peruse eran ‘edd tener eved of sAarn ela? To gatas 


har ne bea (ROTO Bio Dev bie .atektasd. .anatooh 


—— 


uz no tioubed 10%, doe ocit at tobeateneq edd «too ented 
“aortas teehee G:él ano nredW eao H4doliteer-¢giterq 6 


‘Use UoOY BA ,tadd tol amoesed edd lo ona don me I 


) 

: 

| . wodnl en ob I ,avidexrvatatods ‘ef, 21 neadted 

| tehfi noy .evid bated Le ond oF Gao! sta, 4F 

| e404 Ltoubeb 90 Dbiveda svetieod voy coliwiw anedl osver 
aotvind Ia jeoo wit ef emo taitt ed? .eetapiee mort 


ent? t2aq gnloied ab hermont neato satvil bod 


~~ 


af Sadw oatioh of hvedt akel, ,esaqusos yilaterian 
bro <ILis to tevil .acaneqxe omivil aod domous tial a 
) i . foarwes Ytteveving weqore 2 et tedw.¢fbaesed 


Hivow se Mona od tqum oeynos weiewmytan 6 tad? emuees 


“prog Ylorm jon. ,daohuda ens to eiflosees: sd? wonavhe 


| 7 
. Simla sae nwo 42. 40%, moe 
eFLMOLTIIS ody etsloecaqda oW MOEA AM 


ema Ase '® . f » ; een we . j 4 " 
1O7s Ne Saqad ood Rabisy monk sand eon trota dokew 


Suit coy fla seit yan diate cox .4abdd to wo idséerna 


‘JSrtiin aw tiinels evizevdetalubds sot . .acatdeonbe a 
S «i etolzgsnnngnooe: nl aso ltasbeh sist ged? sasaaia 


ois foliw areanioo Wy eenn edd oboyine teem tdstn © Bas 
Hort lmetieh ro pottgsliidcass lo egsoqzid, 10% Hex hagasen 
.actiasyu Laoolaastew to 


Saf snatwiteres of ofW °° YKAMALARD. aH 


Sesiuiiineiaeene ee 


ANGUS, STONEHOUSE & CO. LTD. 7845 
TORONTO, ONTARIO 


defining? 

MR. NASON: The provincial governments 
through the departments of education are at the 
moment the certification bodies, and also from time 
to time municipal school boards through their adminis- 
trative bodies, again within the policy of a 
provincial department, make recognitions, even 
designation, for instance of a head teacher in a 
school, which may bring very modest renumeration, 
really more status than anything. Where there is 
this type of official recognition we think there 
Should be a clear line, regarding it as different 
from some other courses. 

THE CHAIRMAN: The courses could be found 
by reference to the provincial departments or certain 
boards of education. Is that right? 

MR. NASON: I would think that the majority 
of these courses, almost all of them, could be found 
by reference to the provinéiak departments of education. 
In the very few additional cases where there might be 
a local consideration, I think it could be incumbent 
on the teacher himself to provide a statement from the 
board that this court had been authorized or had been 
recognized in some way under a statute or regulation. 

THE CHAIRMAN: You are suggesting living 
expenses under those circumstances as a deduction. 
That is a very different thing, I think, because it 
would not be a fair deduction if the student was able 
to live in the same locality as his course and thus 
avoid duplicate living expenses because he would not 


have to move. I would have thought that it should 
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only be an additional living expense because of a 
cost which he was undertaking. 

MR. NASON: Yes. I do not think that 
that would be any problem. That would be a good 
clarification. 

THE CHAIRMAN: Of course, there is the 
difficulty of. definition, , but let us leave that 
aside. That is an administrative matter. 

MR. NASON: I also believe that this 
is different in other fields as well. 

THE CHAIRMAN: Yes. Now, when one is 
received as an exchange teacher, is he put to extra 
living expense? I note that you have inserted the 
word "extra" before "living expenses". Would that 
be normal? Certainly one can see that there would 
be travel expenses. 

MR. NASON: I wonder whether Mr. Brown 
would like to speak to that? 

MR. BROWN: Teachers usually have to main- 
tain a househdald at home when they engage in exchange 
teaching, and the expenses which they incur when they 
are in the exchange position would be an extra living 
expense. 

THE CHAIRMAN: How long does a teacher 
go to somewhere else as an exchange teacher? It is 
usually for one year, is it not? 

MR. BROWN: Yes, usually for one year. 

THE CHAIRMAN: It is not fair to move his 
family for a year? 

MR. BROWN: Well, this depends, I suppose, 


on where he is going and what age are his children. 
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I imagine that it is difficult to move children who 
are in secondary school, Say, to Pakistan or some 
place like that. 

MR. NASON: They do sometimes take their 
family if they are on expenses. There is the problem 
to: which Mr. Brown has referred of taking the family 
away from home and then bringing them back. 

THE CHAIRMAN: Yes. I think it would be a 
little unfair to expect them to move to Pakistan just 
for one year, 

Nor, away from home marking papers. That 
is for provincial governments, I suppose. 

MR. NASON: Yes. These are provincial 
examinations. For instance, in Ontario Toronto is 
the marking centre, and this means that teachers have 
to go to Toronto to mark these papers. I say "have to 
go"; if they are going to mark papers they have to go 
to Toronto. 

THE CHAIRMAN: They earn extra money for 
marking papers, 

MR. NASON: Yes, they do. But they do not 
get transportation. I understand that the remuneratio 
in Ontario, for instance, is $25 a day. Algo, I 
understand that they are given perhaps $4 a day toward 
living expenses, Any of us who have lived away from 
home for a period of time, even leaving the question 
of transportation out of it, know, let us say, that 
this may or may not cover the out of pocket things, 
quite apart from whether or not the teacher is getting 
anything for his efforts. 

Another factor here is that the departments 


a cme rer eee 


vé 


ane neibitde oye oF dtuokr ind al tt fend eaten | 
a aioe m0 ee date od waa , Goodos yiebudsse raf ot 
| tedd sutt soulg 

awit saad ‘soatdemon OB ye? MOZAM AN | 


qatWewg 6A2 at ened? ,adameqxe ao ete Yeats 12 yltmet, 


ahi ant gating Seo Borietss esd nwoetd .aM goliiw tog 
oad metid anitatiud sedd bas smod mort ene 
Bc bisiow Fk wen halt rE .eet MANATAHD word 
Sout cata ties ad svom of med toadxd oF “tetas oL7FRE 
| ABeYy ooo TOD 
dart an mirtkuget Bkiod mot’: ysws 4 x0 
| . Saegque J ,osmeetisves [atoniverg tot ae 
Lazonbwond ete satelt aeY <HOSAM 
et ofnorot oftagn a2 oommtect wl 6 enol tan tines 


sven avadcnset Soria eteem elit bar .eitues anbitee sae 


wheved"’ yse I ,exeqaq eased? Aue of OfaotoT oF 63 OF 


3 
2 
A 
ee | 
pe) 
= 
3 
ba] 
<) 
> 
Gf 
% 
7 
[ 


18 OS SVRH Ysat 


Ow Gal 5 ae Wig 
mes" . 7k , Ty lah eVWE Agee) Sorel 
nyt yeitah AGIxm (ite youl tMAMNLARY aA 
eu ~ £ 
e32059 Sai 


for oh yells cua” .ob Yomr .aeY  :HOGAM 4K 7 
MEI Haet eng dnt butdexsabaly I .dobtattoqenavd Jae 
7. .obfh veb 6 G38 @L .eonsesant I ,OLneTAO fe § 
pwod ysh Boye agentuieg aevis sin Yor sade & a3 we bert 
1. NSWe haves ever Gtiy a0 to waA .Bomeass BAS 


’ 2 


S 


SUD sat aityiel weve sate Io borusq B Oe eon. 


vw 


ia) oye ay del .wood fl te duo nolvstdceapeds ae 


sn ldd ioe. Yo tue orf thwo> ton Ys TO Ye AE 


yatiise al ysfored od? far ww sedzsdw emal daege eRe 


,ugsotle afd tod aeieryee 


etrenitaqgeh att ded al sve wovos't tecdtons 


ANGUS, STONEHOUSE & CO. LTD. 7848 
TORONTO, ONTARIO 


actually encourage teachers to do this. I think that 
we would view this particular exercise in the wrong 
light if we were to think that the department had 
decided to open this opportunity to teachers who were 
earning more money in the summertime: and the teachers 
were sort of pushing each other out of the way in 
order to mark these papers. Circulars are sent out, 
and we have copies of these here in our files, circu- 
lars which come from the departments, encouraging 
teachers to do this, also telling them that this is 

a good thing for their profession and what-not. So 
that it is not just the teacher's own idea that he 
goes dashing out to mark papers in the summertime; 
apparently it seems that there is an educational value 
in this as well. 

THE CHAIRMAN: Do teachers, like everybody 
else, indulge in many conferences? 

MR. NASON: That is a disease which I used 
to think was an occupational disease, but it seems to 
be coming more general. They do indeed. Some of 
these are borne by other sources partly, and some en- 
tirely, but there are also a good many which are not. 
For instance, an example would be the Ontario Educatio 
Association, which meets again at Easter, for which 
there is considerable pressure put on these teachers 


to attend. This is a very valuable conference. 
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This is entirely at their own expense, This gets 

over into item 6, of course. This is just one example. 
These associations at one time were in every province; 
now they are in many. 

Quite aside from these, of course, there 
is as much urgency for the teacher to go to pro- 
fessional conferences across the border or in other 
centres of Canada. We cited the case of a biologist 
in Ontario who has got to do some pretty fast step- 
dancing if he is going to keep up with the develop- 
ments in that science, 

THE CHAIRMAN: I think it is pretty clear 
what you have in mind with regard to 7. Are there any 
questions? 

COMMISSIONER WALLS: The only question I 
would like to ask is this. As the Chairman brought 
out, we have had similar requests from other pro- 
fessions. If there is no tax concession available, 
are there not other means whereby teachers who in 
order to increase their earning power and wish to’go to 
university ¢an borrow from the banks and obtain loans, 
much the same as today are offered by the banks to 
undergraduates? 

MR. NASON: I could not answer your 
question precisely, but let us assume that ithereiare. 
I do not think there are many, if there are some; but 
let us assume that there are. Loans still have to be 
repaid and you have not actually changed the teacher's 
capital situation, if you want to think of it that 
way. 


COMMISSIONER WALLS: You are increasing his 
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future capital position? 

MR. NASON: Yes, this is true. I Suppose 
you could take this as a general rule throughout all 
professions, that nobody would get any consideration 
for investing but they would be loaned money to do this, 
and if they really thought they were to get something 
back for it some day, some would take the chance. But 
I do not think that is the norm in our society. 

COMMISSIONER MILNE: I just have one questio 
to ask about the number of teachers: that you find who 
are taking advantage of refresher courses or part-time 
Summer courses, or even going © on? and getting their 
doctorates. Certainly following the war it was sug- 
gested many times in many places that education had 
suffered because of the great loss of persons who would 
have been excellent teachers. It was said that the 
resultant loss to education was almost not to be 
estimated, and the loss was felt by the children 
attending the schools because they were not having 
the benefit of the best teaching that could be obtained 
because these people were not with us. 

I am wondering to what extent now this 
Situation exists. Certainly we have better qualified 
teachers in every province than was the case during 
the war years and immediately following. But to what 
extent does your Federation find that teachers are 
endeavouring to improve their own qualifications, as 
a group? 

MR. NASON: We looked at this a couple of 
years ago, and it was very high, and I would say it is 


still very high. You cannot be confined in a class- 
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room with this many active minds each day and not be 
prepared to defend yourself intellectually. Believe 
me, it is a moment of truth, and you live through it 
more often than is comfortable if you are not adequatel 
prepared. 

Even allowing for human lethargy, you are 
just going to have to go out and learn more. 

There is something I would like to point 
here. It is that we think pre-service preparation is 
very important. But equally important after the person 
has a B.A. or M.A., if they are going to continue 
teaching they have to continue learning or they are not 
going to be able to do their job, and we are as con- 
cerned that the in-service education continues as we 
are that the pre-service education improves. We are 
very happy ~- this is quite aside from our topic -- 
that in the past few years some of the many bright minds 
have started to flow back into the profession from 
industry. Previously they wanted to teachuand could 
not afford to do so. Now if they take perhaps a 
$1000 loss they can afford to do so, and there are quite 
a few people doing this. 

COMMISSIONER MILNE: I have heard that there 
is a strong indication in that direction, where these 
people have been in industry for as long as ten or 
fifteen years, possibly, with a personal loss in salary 
and certainly rather difficult situations within their 
homes, and without compensation for this economic de- 
duction, have taken this step. 

COMMISSIONER PERRY: I wonder if I might 


just ask whether, in gathering up your foreign 
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see you. 

MR. NASON: Mr. Chairman, may we thank you 
for receiving us. Perhaps I may add just this one 
point. We would not like to have it appear that we are 
looking for hand-out, because our profession has a 
history of which we are rather proud, of serving under 
some rather arduous circumstances. We consider that 
there is to an extent, perhaps unwittingly, discrimi- 
nation in the act and we are simply looking for an 
adjustment of that toward a situation of justice or 
equity for self-employed professionals. 

THE CHAIRMAN: That is very well stated, and 


we note what you have said. Thank you very much. 
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Submission of the Canadian Union of Students. 


APPEARANCES : 
Donald Fraser 
Jean Belanger 
Jordan Sullivan 
Claude Morin 
David E. Jenkins 


David H. Cooper 


THE CHAIRMAN: I think we are all ready, Mr. 
Secretary. 

THE SECRETARY: Mr. Chairman and Commissioners, 
the next submission this morning is being presented by 
the Canadian Union of Students. This is an organization 
formerly known as the National Federation of Canadian 
University Students. 

Mr. David E. Jenkins, National President, is 
here this morning, together with a number of his 
colleagues. Mr. Donald Fraser, counsel for the group, 
will introduce the National President, whootn turn”has 
a.few remarks to make and will introduce his colleagues. 

I would like to enter this brief into the 


record as Exhibit 308. 


--- EXHIBIT 308: Brief of the Canadian 
Union of Students. 


THE CHAIRMAN: Thank you, Mr. Secretary. 


Good morning, Mr. Jenkins and gentlemen. 
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Before we start I would like to be sure that we under- 
stand exactly what your organization is. How is the 
Canadian Union of Students organized? I see that it 
represents a vast number of students -- virtually all 
-- because the figure is 120,000 and I think you say 
elsewhere in your brief that you represent about 
140,000 students, or something of that kind. I presume 
that we are speaking to both undergraduate and graduate 
students. 

Would you like to say a few words, Mr, 
Jenkins, before we start to ask questions, or Mr. 
Fraser? 

MR. FRASER: Mr. Chairman, I would just like 
to introduce Mr. Jenkins for that very purpose. He has 
a little bit to say on the background and the present 
function of our union. Mr. Jenkins is a graduate of 
law of the University of Alberta and he is, as you 
know, National President of the Canadian Union of 
Students. I introduce Mr. Jenkins, Mr. Chairman. 

THE CHAIRMAN: Thank you Mr. Fraser. 

MR. JENKINS: Thank you, sir. I must first 
say that we are very honoured to have the privilege of 
appearing before you here today. If I may, sir, I 
would i now introduce the delegation that we have 
brought before you. To my right is Mr. David Cooper, 
our comptroller from our Ottawa office; Mr. Fraser, 
who is acting as counsel for us, is technically a 
student at the bar admission course at the University 
of Toronto, so we are being very loose in our reference 
to the term "counsel". Mr. Fraser is a graduate in 


law from Queens University, 1963. 
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MR. SULLIVAN: TI might say, Mr. Chairman, 
that Mr. Fraser is on a bar admission course at 
Osgoode Hall, which has no connection with the Universi y 
of Toronto. 

MR. JENKINS: Mr. Sullivan, to my left, is 
a law graduate from the University of Toronto. 

THE CHAIRMAN: I gfuessed that, 

MR. JENKINS: To my immediate left is Mr. 
Claude Morin, who is a third year law student at the 
University of Ottawa. Next ve Bee ® A) Mir? Sea% Belanger, 
a third year law student at McGill University. 

I would like to thank you for your invi- 
tation to explain a little bit our organization to you, 
I might say that we are definitely not as well known 
as some of the organizations that have appeared before 
you, and we do welcome this Opportunity. We were 
formed in 1926 and for all of the 38 years prior to 

this year we have been known -- as has been pointed out 
by Mr. Bennett -- as the National Federation of Canadia 
University Students. This was changed to the Canadian 
Union of Students at our National Legislative Congress 
this fall which was held in Edmonton, 

We have 120,000 members. You have asked, 

Mr. Chairman, about the graduate and undergraduate | 
make-up. They are primarily undergraduates. We have 
numerous graduate students in the organization, however, 
but we cannot claim that we represent all the graduate 
Students in Canada. 

I would like to say that we represent 41 
different institutions across Canada. These are 


universities and two of the newer institutes of 
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technology. We plan inthe future to expand our 
membership to include these new institutes of techno- 
logy as they are formed. 

Membership is compulsory in our organization 
You automatically belong if you are a student at one 
of these institutions. I would like to turn briefly 
to our goals and purposes. No. 1. amongst-our goals 
is that of working toward unity in Canada amongst the 
Students of Canada, working toward some kind of nationa 
consciousness, To this end we have projects such as 
our national seminar. We have a national magazine 
called "Campus Canada" that is widely circulated. We 
have regional seminars, meetings where the students 
of Canada can meet one another face to face, parti- 
cularly the English and French Students, to discuss 
their differences, discuss their Similarities, 

Secondly, under our aims and philosophies 
we are working fortthe’ intellectual welfare of the 
students of Canada, Along those lines we have been 
working in the biculturalism area and we have submitted 
a brief to the preliminary hearing of the Royal 
Commission on Bilculturalism, and we will be making our 
final submission to it next fall. To this end we are 
holding study groups and a national seminar to prepare 
what we can put forward as the views of the students of 
Canada, 

Along this line we are working in the area 
of human rights, the area of academic freedom, R.C.M.P. 
investigation on campuses, and in regard to the latter 
matter we have been to see the Prime Minister recently, 


as you may have read, 
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Thirdly is the material welfare of the students of 
Canada, this-fits in to our appearance before you 
today. Along this line we make representations to 
various provincial governments and the federal govern- 
ment. We have discussed taxes for a number of years 
and this was in particular reference to what is now 
Clause 11-1-QB of the Income Tax Act. We have along 
the material welfare lines a travel department which 
looks after ways of finding low cost travel for 
Students. We have railway discounts. We approached 
the Centennial administration for grants. As well 

we carry out fund raising for projects for our national 
program from such organizations as the Canada Council, 
which fits in with our united goal I have already 
mentioned. 

Fourthly in our aims and philosophies, 
Mr. Chairman, we work to extend the privilege of 
education to as many Canadians as possible. Briefly 
we believe that education is a right and not a 
privilege. Sir, we believe there are many students 
who are qualified to attend university and who are 
not getting to university because of finandéial 
problems, due to a lack of financial resources on the 
part of their families. 

Fifthly is our international program -- 
very briefly -- we work against the International 
Student Communist Movement which is run through the 
International Union of Students. This is financed 
by the Soviet government directly. We work against 


that through underdeveloped countries. L think: I 
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Should say a word about how we are financed, how our 
national organization is financed, We collect 50 cent 
from each student across the country, This is 
compulsory. It is a very small amount but lets us 
maintain our office here and to carry out our work, 

AS well, we have extensive fund 
raising projects. In this way we have an annual 
budget of over $100,000 that we spend Strictly on our 
projects or towards the united goal. 

Our legislative process may be of some 
interest to you here today because it relates to the 
formulation of the ideas found in our brief. We have 
Student councils located on all 41 campasses across 
the country. These are democratically elected and 
they work primarily on local problems, However, 
they take their Suggestions as to national action to 
regional conferences which are held in the west, in 
Ontario, Quebec and in the Maritimes, 

From the regional level, we move to the 
national level, Once a year we have our national 
congress which consists of the 150 student leaders in 
Canada. We meet for a week to thrash out what our 
policy will be in the coming year and it is through 
this process that we have obtained the ideas we are 
bringing forward today. 

We call for suggestions from all 41 of 
the student councils and the idea of Submitting a 
brief to you has been approved by our national 


legislative assembly. 
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Finally we have, as I have said, our 
head office here in Ottawa and we have a staff of 
10 people here. We have our travel department 
located in Montreal. It is a two man department. 

I think I will close and turn the floor over to 

Mr. Fraser, If you wish I will be glad to answer 
questions from you as to the general nature of our 
organization before we move on to the brief itself. 
Thank you, 

THE CHAIRMAN: Thank you, Mr. Jenkins. 
This to me, of course, is a very interesting statement. 
I had very little idea of the national activities of 
Students having graduated one year before you 
started. There was nothing like this in my time. 
This is an immense organization and the aims certainly 
seem to me to be most worth while. I think we are all 
aware that students are an element of force in many 
countries, not just burning down buildings, I am glad 
to say. Iam glad to hear what you are doing. 

One thing you did not explain very 
clearly or if you did I missed it is that where do 
the officers and committees of your national 
organization come from? You have got 41 locals, 
if I may call them that. The student council of 
the different campuses, I Suppose, appoint somebody 
for the national body. 

MR, JENKINS: The mechanics are 
Simple that the leader on the campus:, the student 
council president is automatically a representative 


of that university to the national organization. We 
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work only through the top administrative bodies on 
the campus at the Student level so we have the 
Opinions of the Student. 

THE CHAIRMAN: I must say that seems 
logical and Sensible. I am not Sure that the Income 
Tax Act can do very much to assist what you have in 
mind but certainly we are interested to see whether 
or not it can, 

MR, JENKINS: Sir, would it be proper 
if I can turn the floor over to Mr. Fraser, 

THE CHAIRMAN: By all means. The 
way we conduct these hearings is that usually people 
Sit down but anyone who wishes to Stand is free to do 
SOveclt4is usually our legal friends who stand and 
as you fellows are practising, by all means do so. 
It may be more comfortable to sit. 

MR. FRASER: Mr. Chairman, may I first 
Say this morning we intend to simply take the 
quiet approach to the problem and leave the militant 
approach to some of our friends overseas, 

I would like to precisely take some 
of the philosophy behind this brief, Many people may 
ask why are you asking for more exemptions? Why 
are you asking for greater relief in different 
areas? Briefly we are concerned that students are 
a major natural resource of the country in the same 
way that mines of the country are natural resources 
or some other aspects of the country are natural 
resources, We believe this is one resource that 


cannot be properly used without education. We realize 
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that there is a rare instance that a man can rise 
above not having the Opportunity to have a full 
education and may be very useful to his country but 
we think in general that before the youth of the 
country can be utilized, they must be educated, 

Now, we believe that education should 
be based on ability regardless of economic need and 
in line with this we approach at least one of the 
recommendations from the Scholarship posnt of view 
rather than the bursary point of view. We want 
this on the basisa@ ability. We just don't want 
handouts to anyone who wants a university education. 

In approaching this brief, we have 
tried to stick to three main principles in formulating 
our recommendations. First we have tried to make our 
proposals as general and all encompassing as possible. 
We have had hosts of Small suggestions to do this 
and do that. Wherever we could, we have implemented 
these into general broad approaches. 

Phe second thing is we have considered 
at every instance how to make proposals that will 
be administratively feasible. We have tried not 
to suggest things which just cannot be implemented 
Just because it is Something we might have liked. 

The third point is that we have attempted 
to make the level of our recommendations to the 
level of the deductions that we ask for naturally 
flow from the statistics that we have available. 

We hope the Commission will agree in the subsequent 


discussions that this is so. 
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As far as the brief itself is concerned 
there are two parts. There is a part generally 
dealing with the structures and the part dealing with 
Specific recommendations. 

I thinks: tad agreeable to the 
Commission before we SO on to questions dealing with 
our dpecific: recommendations we would like to have 
Mr. John Belanger make a brief statement regarding the 
structures part of our brief. 

THE CHAIRMAN: Well now, I want to be 
Sure what you are going to go into now is within the 
terms of reference, There is littie purpose to us 
discussing provinces Sharing the cost of education. 
There is great purpose to us discussing sections of 
the Income Tax Act and so On. We are a federal 
commission. You must remember that and can only report 
with respect to federal taxation, 

MR. FRASER: Yes, Mr, Chairman. We are 
well aware of the terms of reference. We have kept 
our statement on the structures part of the brief as 
Short as possible. 

MR. BELANGER: (In French). Mr, President, 
I would like now to translate what I have said and 
elaborate a little bit more. You know that the 
second part of our submission deals with problems of 
a constitutional nature. Why? This series is a 
rebuttal to other briefs: which have been presented to 
you and ask the federal government to intervene in 
a more pronounced manner in education with the aim of 


diminishing taxes on the land owner. In this respect 
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I would like to refer to a brief which was Submitted 
to you on the 3rd of August, 1963 by Mr. Kenneth C. 
Patterson of Regina and by Mr. C.A. Scanlan of 
Vancouver on the 13th of August, 1963, 

It becomes necessary to place the 
problem of education in its true context, It is a 
problem which overrides the terms of reference of this 
Commission because its Solution demands new re-allocation 
of the fiscal resources between the federal and 
provincial governments. Why is such a solution 
necessary? Because even if the absolute power of 
Spending seems to justify interventions of the federal 
government there remains the fact that education is 
by Article 93 of the British North America Act the 
Sole and exclusive responsibility of the provincial 
government but the power is illusory of the authority 
having this power does not have the means of implementin 
the power. 

The present educatianat situation in 
Canada, that is the increasing school and university 
population, makes this problem acute with every 
passing year and multiplies the needs of education, 
Because the provinces now and even more so in the 
future, will not be able to fulfill in an adequate 
fashion their function as long as the federal govern- 
ment maintains this control over the main source of 
revenue, as long as this situation prevails more 
Sub-ventions will be needed by the federal government 
in areas of provincial jurisdiction. Interventions 


by the federal government do not form part of a unified 
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plan but merely provide a solution to &@ Specific 
problem without relation to the remainder of the 
education situation. 

What is the conclusion to be derived 
from all of this? Does it mean that the federal 
government must withdraw from all its educational 
activities and that education must suffer? We suggest 
that the role of the federal government is to enable 
the provinces to fulfill their responsibility in the 
field of education and this will be achieved by a 
new re-distribution of fiscal resources. Thank you, 

THE CHAIRMAN: Thank you very much, 

Mr. Belanger. 

COMMISSIONER GRANT: I would like to 
enter the discussion on this very interesting subject 
of jurisdiction and perhaps I should address my remarks 
to Mr.Fraser, should I? 

MR. FRASER: If you wish, 

COMMISSIONER GRANT: As I understand 
your submission, you do not question the federal 
government's right to impose taxation in any form as 
long as -- to use the words of one of the cases 
which you cited "as long as the pith and substance" 
or as long as the spearhead of the transaction is 
within the jurisdiction of the federal government 
Or parliament, then there is no question of infringement 
upon provincial rights. If however, that legislation 
begins to lose its significance, or lose its stand 
as federal legislation and begins to encroach upon 


the provincial field, then the question becomes: 
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has it encroached to the extent that it is a violation 
of provincial rights?" One of those provincial 
rights is education. Now, as I understand your brief, 
you have no objection to any additional grants being 
made by the federal government to the province but 
what;you do prefer above all else is that the provinces 
re-enter the exclusive field of education; that they 
not only are responsible for the administration of 
education but that they are responsible and have the 
means of raising the revenues required to carry out 
their educational requirements. Now, would that be a 


correct summation of your submission in Part 22 
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.MR. FRASER: Yes, Mr, Chairman, we 
agree that this appears to be a correct summary, 
with one additional comment that I should like to 
ask Mr, Belanger to make, 

MR. BELANGER: Strictly Speaking, grants 
from the Federal government are valid, but it 
becomes a question whether those grants are given 
according to the spirit of the Constitution, 

COMMISSIONER GRANT: I accept that 
qualification, I would like to pursue this a 
little further, Mr. Fraser, by asking you whether 
you have gone so far in your brief as to suggest 
what fields of taxation the Federal government should 
withdraw from, and what fields the provinces 
should re-enter in order to raise the money for 
educational purposes, 

MR. BELANGER: This is not a matter 
within our technical competence, which we do not 
have in such a field. We feel that that is a 
matter for the two levels of government to decide 
for themselves, by a conference if possible. 

THE CHAIRMAN: You have made recommendatiohs 
with regard to the Income Tax Act, Mr. Fraser, and 
they are set forth as A, B, C, and so on. Supposing 
we take them one by one. 

The first one is a recommendation that 
the Act: 

"Provide an exemption of the first 

$3,000 of earned income for students 

who now qualify for the tuition fee 

deduction contained in Section 11 (1)(qb).|" 
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It seems to me that this might not be 
a very useful provision! invthe Act, because I was 
curious as to what students would have sufficient 
income to achieve an advantage from this. Are 
there many students who have $3,000 or more income? 

MR. FRASER: No, Mr, Chairman, As 
you have suggested, there certainly are not that 
many students who have that kind of income, ia 
think the tables which we have quoted in our 
argument will carry this out. 

The reason that we ask for an exemption 
of the first $3,000 is that within this area we 
feel that we do not want to protect the average 
Student, but we feel that it would be just to 
protect any student who is capable of earning 
approximately what his expenses might amount to, 
For example, we feel that the expenses of a student 
often approach $3,000, and we realize that if you 
earn this much in the summer, or have other means 
during winter of earning it, that when they do 
we do not feel they should be penalized, because 
all of this money will go toward their education, 
It provides for a relief which I think would be a 
just relief, 

COMMISSIONER WALLS: Might I just have 
Something clarified because I may have misunderstood 
your brief, Is this $3,000,which you wish, over 
and above the tuition fee exemption under Section 11 
(1) (qb)? Is it over and above that? 

MR, FRASER: It would be if the tuition 
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fee deduction is applied to students; but further 
on in the brief we are Saying that the base for 
which the tuition fee deduction may be allowed be 
Spread out a bit. This means that there will be 
the occasional case where the student will earn 
an amount, say, of $3,000, hopefully get the 
deduction and not use the tuition fee deduction, 
It may go to somebody else, That is embodied 

in the proposal C of our recommendations, This 
would be a rare case, 

THE CHAIRMAN: Does it occur to you, 
Mr. Fraser, that the main beneficiaries, I think, 
under such a provision would be those students, 
the very few students, who have a large income? 

The larger the income the more the tax abatement 
will be. Naturally the top rate of tax is affected 
and this brings it down. I would have thought that 
it might not have been socially desirable to grant 
larger tax benefits to those few students who happen 
to have substantial incomes. 

MR. FRASER: Yes, Mr, Chairman, We 
think that anything above $3,000,is a substantial 
income for a student, but we feel that up to this 
level all of this income would go to living expenses 
and education. Therefore we feel that it is up 
to that level minimal for the student. Above $3,000 
he will begin to have surplus money to buy cars 
and various things like that, and we do not think 
that people should then be protected. But we 
do believe that our statistics show that a deduction 
of $3,000 can be equated to the first $3,000 which will 
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be spent on expenses if it were available, a 
think Mr, Jenkins might have Something to add to 
this. 

MR. JENKINS: If I may add just a 
small point, Mr, Chairman, we have been asked by 
the graduate Students, those in various post 
graduate courses across the country, to see whether 
we can include something in this brief which would 
benefit them, They base their argument on the 
fact that we are losing many of our students in 
graduate studies to the United States, They go 
there to study and wind up living there on graduation. 
This $3,000 first point would be of benefit to 
graduate students, 

The graduate students argue, on their 
behalf, that they are the most important level of 
university education in the country, and that we 
are making a real mistake if we lose this type 
of person, As well, Mr. Chairman, point number 
one would apply to married students, those who 
must support children while they are attending 
university, and who take on jobs currently throughout 
the entire year in addition to their summer Jon. 
This also applies to those who are married or 
engaged in graduate studies who have a first degree, 
for example in engineering, and who can earn a 
substantial amount during the summer which can 
allow them to get to university to take perhaps 
a law degree or post graduate work, They earn 


this money and use it to support their children and 
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spouses,:. 

Finally, sir, point A would form a 
sort of symbolic term, if you can call it that, 
something which would make it implicit in the Act, 
that the Act favours those persons, as many as possible, 
attending university, since this is a good thing for 
the country as a whole. 

MR, SULLIVAN: If I might just add to 
that as well, we are asking for deductions and 
exemptions, I think they should be considered 
in the light tn which wévaré asking. for them, We 
are asking for them as students, because many of us, 
as you know, will be stepping into an income bracket 
in which you advance very rapidly once you are there, 
particularly the professional man such as a dentist, 
and other similar occupations. These people will 
be bearing their burden to the community at a very 
high level when this time does arrive. 

Our problem is that at a time when it 
is really not ours to bear such a burden we should 
not be asked to do so, I am speaking for the law 
Students whom I know, who are very drastically in 
debt when they come out of law school. This applies 
to graduate students as well who finance their 
own education as well as some minimal living 
expenses, So that in the spirit that they were 
Suggesting these exemptions and deductions one must 
bear in mind that we will be meeting our obligations 
to the community when it is time for us to do so. 


THE CHAIRMAN: I directed my first question 
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to you because I was wondering whether there was 
not a better way to accomplish this end, rather 
than giving the actual benefit of it to students 
with $10,000 instead of to students with $4,000, 
that: is all. There might not be a better way; 
perhaps this is the best way to do it. I do not 
think you are seeking to help the $10,000 a year 
student, are you? 
MR. FRASER: We are not in the main, 
Mr, Chairman. I think that some of the limitations 
will help the student at the lower income level, 
and this particular one, I might emphasize again, 
is purely based on the idea that we should provide 
protection up to the level of the university expenses 
whether that is earned by the average or not, 
THE CHAIRMAN: Very well. Then B is: 
"Provide an exemption for transportation 
costs incurred by a student or parent 
in allowing said student to attend 
the nearest university where he may 
obtain instruction in one of the two 
official languages of Canada, providing 
there are no universities containing 
the desired faculty in reasonable 
proximity to (i.e.: within 50 miles of) 
the student's residence that provide 
instruction in the one of the two 
official languages employed by the 
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suppose you mean only those essential transportation 
costs of getting there in the first instance and 
getting back in the summer, Do you have to spell 
out whether that includes a break for Christmas 
or a break for Easter? You are not going to 
permit people to travel back and forth every weekend 
and obtain a deduction, are you? 

MR. FRASER: Not at all. I think 
Mr. Jenkins might have a word to Say on that. 

MR. JENKINS: Before I do that, sir, 
I notice you put..emphasis .on) the word "parent" 
when you read our recommendation. When we say 
"incurred by the parent" here we mean simply the 
bill of the student for the travel being paid by 
the parent, not the parent travelling himself 
to visit the student at university. 

On your major point of when should 
such an exemption be allowed, we would limit this, 
of course, to travelling to university in the 
Fall and travelling home in the Spring. As well, 
consideration could perhaps be given to the student 
travelling home at Christmas and then back again 
to university. I say that because it is very 
beneficial for the student's studies not to spend 
that time sitting in an empty residence at the 
university, since most students do try to get back 
home at Christmastime. 

I would stress, Mr. Chairman, that this 
is a point that is brought out to aid students who 
are isolated in an area where the universities do 


not teach in a language which that student speaks. 
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In effect, it represents the bicultural nature of 
Canada and will overcome some of the problems that 
we have in giving consideration to our minority 
groups in Canada, 

Finally, this is a point that does 
not benefit as many students as, for example, point 
C, which is a very inclusive point, We did add 

that point B because of the Significance of it in 
the bicultural field. I would stress that these 
points are not listed in order of importance, We 
will, we hope, in response to your questions in 
the process of going through the brief, point out 
what we think are the most valid suggestions, 

THE CHAIRMAN: Thank you, Is there 
anything further on that? 

COMMISSIONER WALLS: I just wondered 
whether, if you got A, you would need B, If you 
got the $3,000 exemption, would that not cover any 
travelling expenses? 

MR. JENKINS: Point B would also allow 
the parent to deduct his expenditure, Point A 
strictly applies to the student himself, 

COMMISSIONER WALLS: Yes, I see, 

COMMISSIONER GRANT: We must not lose 
Sight of the fact that at some time or other the 
parent already has a deduction for a student at 
university which, if you were to capitalize it, 
probably amounts to somewhere around $1,250. 

THE CHAIRMAN: That is Section 26/1/c, 


which says the student must be 21 years or over and 
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in full-time attendance at school or university. 
am not sure that I understand C, which is: 
" Amend Section 11/1/qb to allow 
any taxpayer to deduct the tuition 
fee of a student who now qualifies 
for tuition fee deduction under 
Section 11/1/qb, and who qualifies 
as a dependent of that taxpayer 
under Section 26/1/c/11ll1 or Section 
26/2." Fevhtic heat. te. the cone 
Q.think thatuis'theione Ioquoted. 
You will have to explain why that is there, 
MR. FRASER: Certainly, Mr. Chairman. 
Just before I came home for my Christmas holidays 
from the Bar Admission Course, I received a slip 
of paper from the Bar Admission Course certifying 
that I had paid a certain amount in fees, which 
I personally can deduct from my income tax if 
I should reach the position where I pay any, which 
is doubtful. Were I being supported by a parent 
or were I depending on somebody else, the person 
who supported me would not be able to use this. 
This particular circumstance occurs quite fre- 
quently in such places as the Maritimes, where 
there are many young ladies attending college 
who do not earn enough money to pay income tax, 
and they have a slip which wuld allow them to 
deduct their tuition fee, Their parents are 
covering the entire cost, or practically the 


entire cost, of their education, and we merely 
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wish to pass this relief on to the parents. 

THE CHAIRMAN: Thank you very much, 
I see the point. 

COMMISSIONER WALLS: Tf Suppose there 
is an increasing number of Spouses who New carry the 
Same cost, rather than parents, 21077, In other 
words, married students whose wives are working 
as stenographers and so on. Perhaps the need 
for this is even greater than it is with the parents. 

MR. FRASER: That is very true, sir, 

THE CHAIRMAN: You make the point 
in one of your schedules that more fees are paid 
by spouses than anybody else, I think, 

COMMISSIONER WALLS: We lived in the 
wrong generation! 

THE CHAIRMAN: I am not sure. It 
depends on which side of this you are on, My 
daughter supported a student husband, I remember. 

MR, FRASER: If the Commission would 
allow me, I think Mr. Jenkins might have a couple 
of additional comments to make on this particular 
proposal, 

THE CHAIRMAN: Certainly, 

MR. JENKINS: Thank you. At this time 
I should like to emphasize point C as strongly as 
possible. We feel that of all the points we 
are bringing before you this is the one which 
will extend some kind of benefit to all the 
students in Canada, either through their parents 


or the students themselves. The existing deduction 
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allowed applies, of course, only to the student 
himself, and there are many, many students in 
Canada who do not earn the basic $1,100 exemption 
which each one of them has. In fact, I have 
just returned from the Maritimes, and they were 
quite concerned there about this point. They 
Said that it is not only the females who do not 
earn more than $1,100 during the summer, or during 
the year, but many, many of the male students in 
those provinces, and they contended across the 
country. 

We estimate, although we have no 
statistics to back this up, that about 30 to Ho 
per cent only of the students in Canada are taking 
advantage of the present ability to deduct their 
fees, In the Maritimes the students argue that 
only about 20 per cent of the students are taking 
advantage of this present clause. The argument 
is that if the students cannot do it, why could 
this not be simply passed on to the parents? The 
machinery for this exists. _ We have the registrars 
turning out these slips which Mr. Fraser has just 
held up to you. There is no reason why every 
Student should not receive such a slip making 
fees deductible, and either he would use the slip 
himself or pass it on to his parents. This would 
be something tangible which, as I say, would extend 
to every single university or technical institute 
student in Canada. | 


COMMISSIONER GRANT: I have a little 
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knowledge of what students earn from my own family 
experience, and it depends, of course, on what 
employment they are successful in getting in the 
Summer months, For instance, if they go to a 
hotel and work as a Waitress, if a Sis s OPI LE a 
young man as a bellhop, I believe the best that 
they can come out with would be somewhere around 
$500 or $600, If, on the other hand, they are 
in the Navy and they get on the Reserve, they 
can do handsomely. Also, if they are in the Air 
Force, and get a teaching job, they can do very 
well, In other words, if they get government 
employment in a capacity like that they do very 
well, but they are quite restricted, are they not? 
MR. JENKINS: It is very difficult 
for students to do that well in the summer, particularl 
in the crucial years between the first and the 
second year, and again between the second and the 
third, They are too young to be well qualified, 
and that is the stage where they drop out of 
university and lose their Opportunity to carry 
through and get their degree, In the Maritimes, 
it was again pointed out very forcefully to me 
that you would have to earn $80 a week during the 
Summer, and this is during the 15 weeks which you 


have free,to pick up $1,200 in summer earnings, 
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You would just barely qualify for a deduction on 

$100 of this income only, so you would save $14 or go. 
They argued that very, very few students make more 
than $80 a week during the summer. In fact, we coulda 
not find anybody in this particular meeting I was 
addressing who: actually qualified. This is a very 
high figure for the Maritimes, and I would say for 
anyone that this stage in their education across the 
country. 

COMMISSIONER GRANT: Have you considered 
the students in other parts of the country? 

MR. JENKINS: Simply through speaking 
and answering questions, sir. We could perhaps 
carry out a survey along this line. It would be quite 
involved, but I think it would be of value, But we 
do not have a survey that backs up the statements I 
have just been making. We simply feel that only 
about 30% or 40% of the students in Canada are 
benefiting right now. 

THE CHAIRMAN: I think we would all 
agree that it is a most uneven and precarious income. 
I have seen the figure of $3,000 earned by a student 
during the summer on the pipe line, but next year 
I think he got $300 or $400, or something like that. 

MR. SULLIVAN: Particularly if he 
works for an accountant or for a lawyer. 

THE CHAIRMAN: Then in D you say, 

"Allow tuition fees paid by part time students to 
be deducted", I would have thought that would require 


a great deal of regulation and some difficulties to 
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put into effect, 

I am wondering whether it would not 
involve more difficulty than the benefit that would 
be derived. There are a great many people taking 
part time courses of all kinds. There are accountants, 
lawyers, housewives, construction workers and every- 
thing else. Are you going to allow this to apply 
to everybody? 

MR. JENKINS: Perhaps it might be 
wisest to limit the deductibility of the fee to 
tuition fees paid for courses that are of university 
standing, if you thought that might ease the 
administrative problem. 

These are the people that we, of 
course, are most concerned with. We have many students 
in this category. Take, for example, those in 
Montreal who are taking evening courses and part 
time courses. They have many points that they can 
make on their behalf, such as that they do not qualify 
for any of the Scholarships. These are limited to 
full time people, and these part time students who 
may be spending a lot of time taking two courses, 
for example, just do not qualify for any of the 
Scholarships that are available. 

AS well they are making a;personal 
Sacrifice, they contend, in taking these part time 
courses. They are doing something that they hope 
will better their qualifications, perhaps for 
monetary reasons, but at least they are doing what is 


regarded as something that is a universal good, like 
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, 
motherhood in Canada, by increasing their education, 
Whether that is a benefit or not, we will not argue; 
but they are attempting to improve their qualifications 
and it is a great disadvantage to them financially, 
and I would think that there Should not be too many 
administrative difficulties, 

This could be carried out by the 
registrars just as it is carried out under the present 
Scheme. You get a Slip from the registrar saying 
that you have taken this course, and the registrar 
could be instructed that he has to give these Slips 
out only in reference to certain courses. You may 
wish to limit this to those of university calibre, 

But we would think there are many other courses that 
are of great value, English courses, even cultural 
courses, 

THE CHAIRMAN: Surely there has to be some 
limit. You are not going to apply this to domestic 
Science, and so on, are you, and suggest that they get 
a tax deduction in respect of all these things? 

MR. FRASER: Directing myself at the 
moment to your point about administrative feasibilities, 
Mr. Chairman, I think at the present moment the 
registrar has to limit the number of Slips he hands 
out to those he can determine are full time Students. 
Perhaps it might be simpler just to say that anyone 
who has registered will get a receipt for the fees 
that he pays and that could be used for this type of 


deduction. 


a 


: > 
ed 
\ 
bie , 
i 
7 4 
’ 
~— 
[aay 
On 
a 
} ae 9 e 
tet PEDLH 
_ ~ +) 
caunne J 
Leo J eee 
pis ' 
uh Ak ee aM 
‘ rm (eye 
wm 
+. vit 
: 
ys 
® 
i A bd 
. 
j i &, é 
‘ 
T 
he } 
oh 
t 
. i 
" ; 
%. 
| 
> re ; 
. ¥ al 
‘ 4 
} * 
t / 
Ce hd Tae 4 
! i ve * 
rsa Put 
snd eH" wd 
af é 
ga, ant 
*% * -+> >» 
ALi ey ev ae) 


. : 
a nen 
mr 
i 7 
, 
¥ 
' 
aed? ee Po: 
LOO Sea ee 
*, ' 
yt % "i > 4 
Ss ae: POR 
hed fine 
Ad, TM al 
he , 
LY medy of * 
te a Cas 
e od ta 
Ze oy Wana 
a Ld * ~~ 
un - ~ h oe 
j 5 wy 
‘i 4 
e id 
I 
i) | 3] 8 
“— ‘yt 
’ 
= ‘ ‘ 
uU.tL.2a°te'% j 
Ne i 
» eri 
iy" ee i iz 
i Pry 
“—* 
iy “ar “y 
t 
ap idk 
; ree ¥ Pe a 
a > BK + ¥ f 
Ey , pa” 
: a a 
J 
eS, J 
ol ne J 1o4 fi 
+ 1° ~»* 
J af ae) 
ob A 
—_ ie wd re, 
PY pe % « ' 
“ae 2 'y% 
- - > 
nm is 3 oly 


vo ,. sbeand 


rey 


= 


Pp 


> 
] 


i9sedia 


; ’ 
i .i 
yf) } 
a bh «t 
4 vt 
& 
a 
YG iJ 
bm i & “ 
‘ a 
: 
% f 
1 * 
f 
° 
4 4 a 
44 } ad? 
f i 
Li Od 
o } 
» 
Linh [ a 
» st 9 
» * 
sq Jt 


LY 
= & 


a2 alnet 


6 2ysq 6 


nt boowtredsea 
sorigenw 


dud 


fan? 


ores vedt 


eS 1k9Ts as 
© eT | 
; 7 
a 
“ > a 
i 7 Ff pT eee 
7 
v 


{f= 


Pi 

- 

: 
ag 


ID al 
: o? iw 
if / 4 
rea { Pees 
4254 8 ‘ ee 


e5s1 
, ens 


0L9 ppgtd eee ; 


ANGUS, STONEHOUSE & co. LTD. 7982 
TORONTO, ONTARIO ; 


In answer to your second point, I think 
that within the framework of full time tuition fee 
deduction you will find Such courses as you have 
mentioned, and I do not think it goes too far in 
extending it to taking in those courses individually, 
although I agree there must be some limit to TEs 

THE CHAIRMAN: What would you say if 
it were granted to degree courses, as opposed to 
diploma courses; would that be a fair distinction? 

MR. FRASER: I would think it would 
possibly be better classified by the institution 
rather than by the course, Mr. Chairman. 

THE CHAIRMAN: Then in E you say: 

"Inerease from $950 to $1,200 

the amount which a dependent 

who satisfies the conditions 

now required for the existing 

tuition fee reduction may earn 

and still be claimed as a 

dependant under Section 26h) Lei tin).* 


You refer the Commission to table 45> 
and so on and so forth. Is there anything on this? 

COMMISSIONER WALLS: This is much the 
Same as they have been discussing, about the limitation 
of earnings. 

THE CHAIRMAN: Do you want to speak 
to this section at all? We have read your explana- 
tion and understand it. 
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"Increase from $550 to $1,200 the 
deduction for dependents to Satisfy 
the conditions now required for 


the existing tuition fee deduction," 


That is Section 11(1)(q) (by. ° “aha ic 
because tuition fees are now going up, are they, 
and getting beyond what is permitted? 

MR. FRASER: It is essentially because 
it is just simply costing -- as it is described in 
our statistics -- the parental family more to send 
the child to school. I think from your own direct 
experience, sir, you might have some particular 
evidence on this. 

THE CHAIRMAN: The next is; 

"Proposals 1 through 7 of the brief 
Submitted by the Canadian Universi- 
ties Foundation to the Royal 
Commission on Taxation". 

That concerns donations and matters of 
that kind? 

MR. FRASER: Yes, Mr. Chairman, 

THE CHAIRMAN: I think we understand 
what you are putting before us. You have put in an 
addendum H which Says: 

"Allow Scholarship assistance given 
under certain circumstances to be 
deducted," 

You draw the distinction between 
Scholarships and fellowships and point out that it is 


illogical for there to be that distinction in income 
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tax law; is that right? One is taxable and the other 
is not? 

MR. SULLIVAN: Are you referring to 
Mr. Fraser's remarks earlier, Mr, Chairman, as to 
distinctions between Scholarships and bursaries? 

THE CHAIRMAN: No, I am not. I am sorry; 
this is not here. It is another brief. Would you 
like to speak to this, Mr. Sullivan? 

MR. SULLIVAN: Yes, Mr. Chairman. It is 
designed because we feel that the business corporation 
in this country can assist the government, if you 
like, or perhaps bear their part of the burden 
which the government is now bearing for education. 
There is no need, it seems to us, in a so-called 
free enterprise economy for government to bear the 
entire expense of education, 

This is designed to be a relief 
provision for corporations in addition to the general 
charitable donations, in order that the money which 
they give to universities for scholarships can be 
deducted as an expense. We feel that corporations 
will enter into this because of the public relations 
value to them and the benefit to the community which 
will accrue. But there have to be restrictions upon 
the giving of the money. Under the Act now, as I 
understand it, if the student goes back to the 
corporation the scholarship is taxed as in the hands 
of the student because it is income from an office, 
even though the office comes later. This is my 


understanding, at least. 
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Scholarships are not now taxable if 
they come from the university itself. This woulda 
encourage corporations to give this amount of money, 
and it would not allow them, at the same time, to 
give it to students of favoured employees, because 
they would have to meet tests set by the universities, 
which would give the Scholarships money out and it 
would come from the assistance fund, or whatever it 
is. It would be listed in the university records 
as "Shell Oil Fund, six Scholarships available". 

That would cut out the favoured employees position. 
It would also, I think, philosophically provide a 
greater base for the support of education in this 
country. 

THE CHAIRMAN: Does this fit in with 
your original statement that your organization supports 
the view that students should obtain an education, 
and are entitled to obtain an education, irrespective 
of their abiltitsy, or the parents! ability, to 
pay for the education? 

I am curious as to what extent you are 
prepared to advocate education as a public charge. 

We accept that up to -- at least, in the province 

in which I live -- primary and secondary schooling 
it is a public charge, and I dare say it is not a 
very radical thought to think that university fees 
Should be either a public charge or provided in some 
way apart from the students. Would your philosophy 
include the sustenance of the students while at 


universities? Are you intending to suggest that 


wey ee AY 7 
ee ¥ ee be 


os 


ow eLdexs? wor ‘toa. cen gama —* 
biaow tit .tfeedz yiterevian ‘ead morn once | 
revoke hee | athtroms atne eviz ot aaottaroqien Souls a 
ay VOOLLT ule edt ¢s ,meds wolfe ton Bluow ts 4 
saggaad (dabyotgare Herwovel 16 asnsbute. of ti syvita- 4 


‘5 


i. 

| 

ete ree wht vd Yon eioed Yoon od ‘evaed boow warts, 

, iL Dee Tuo porto sqttiorelodas ods ovig Hiwow ote om 
| et teveterhe ag beat scundadeee odd non? suoo+b Lao i 
| aby mn yrinvovinns edd ui Yertahl od, blwow v1" a « 
. ‘oitetitave aqiseesfodon xie baw [lO Liem’ os 

| Moly laden ‘aeeretou » berwova? ef? Joo tuo SLyoe Jat? — 

} 


s ebiveki) yitastroselind ,snidd & ,oels bleow VE 


' 

Woof netosoube ‘Lo Pieqque ont i107 og ad: Teteesy - 
} ~Veirtavos 
‘thor ah fh? waetd ooo WAKA ARS BAS 


notfasinanio toy dati? geomedede Lan lgisceo tgey 
witpoobs ie elegvdo Pivens etnebwis Jaeiy wely sa? 
Visgoaqaesit ~sotseoubhe ne ofaido of helidieue oth) hay 


ot «yaihids 'eamentay sg? LO of 210 Bet a tied? ae 


frolvaoutie oft “Lo? wer 


~ 


eis Lot thediee daewoo eeradeiuue matt 
ha moOlInoupe eteaovba of Dbesagene 


, 
pe 
ont | 
‘a 
=. 
o~ 
7 


ee vo wit ft .geeel ge.+-\o0 Ww Jody Jqeovs aw 
. | ; 
Bol foceloe. yuadocnae Bas ptamiug) -- wvii-D doidw Ae 
/ £ gon 81 JL yes avah I Que veniads oLidoy ¢ eb ae 


eae) yo tatevian gout sas m2 ©00thguent (solbat sev 
onos ob Peatvoag t4 terety stidyuq 2 caddie ad bipede 
ywigeeoL tad EON bLvow DGahuts wld arx> droge ons 
dn eltdw asnebits..ens to sonsdedeue esis abuloas 
Sarit i ll oe an therstar oy. OFA Peoitioray 


ANGUS, STONEHOUSE & CO. LTD. 7886 
TORONTO, ONTARIO 


Students are entitled to their living disbursements 
from the public purse? 

MR. FRASER: I think that the definition 
of the word "public" from our point of view must be 
made in this way. When we say "public", we are 
talking about the pluralist society; we are talking 
about every element of it. We do not particularly 
mean companies; we do not particularly mean business, 
or the student himself, But we feel that all three, 
and any additional group beyond them, should 
contribute, and they should all contribute to all 
these costs. We feel that some help from, government 
might;go to sustenance, and some help in connection 
with scholarships from private industry might go 
to sustenance, and some help from the student himself 
might go to this. 

We envisage all groups working together. 
We do not believe this charge should be laid on the 
government as such, 

THE CHAIRMAN: I have been appalled 
at the figures I have seen recently of the total costs 
of education and higher education, if one includes 
sustenance, 

MR. JENKINS: Perhaps I might be 
permitted to add a small point, Mr. Chairman. 

It is simply that I think we are making a fair 
representation of the views of the students of 
Canada here in calling for greater support by way of 
Scholarships from industry. We do have within our 


organization which is centred in Quebec those who are 
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calling for free education right now. They believe 
that tuition fees and sustenance should be handled 
by the provincial government. The academic side of 
it is handled by governments throughout this country 
up to grade 12, and they Say it is simply a logical 
extension to pass this on to government at the 
university level. 

We do not think that is unanimous 
across the country. In fact, as we have said, we 
feel that since our system is based upon free enter- 
prise and capitalism, we had better have a bit of 
justification from the capitalists and the free 
enterprises by way of Scholarship donations. ‘EL, 
they are to make this country continue in its strong 
democratic traditions, they are going to have to 
Share a little bit more. 

We feel that through the taxation area 
they can be encouraged to do this, and the end result 
will be that we will have a healthier education system 
and, I think, a generally more healthy outlook in the 
country. 

THE CHAIRMAN: I think I wanted to test 
your philosophy on that because I was curious as 
to why you have put this in here. But I think you 
have explained it very well indeed. 

I would point out that of course the 
Canadian public, through industry and generally, 
is now supporting education in, I would have thought, 
a moderately generous manner. Undoubtedly it is not 


enough. But I also think there is evidence that a 
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great many parents believe that this should not become 
entirely a state matter. The evidence that I can 
give you is that I am associated with something called 
Canadian Scholarship Trust, and that has been 
eminently successful. It has only been successful, 

of course, to parents of future students -- "future" 
quite a long way -- who are prepared to make payments 
for the education of their children over the next 

10 or 12 years. To me that is a very hopeful sign 
indeed. 

MR. SULLIVAN: Once again, Mr. Chairman, 
is that not predicated on the ability of the parents 
to pay for it? I would go further than my friends 
here and say that there should be free education in 
this country at least to the level of university. 

If the government cannot pay for it, someone should 
Start paying for it, because we need it. It is that 
ieeiee 

THE CHAIRMAN: You would go so far as 
to include sustenance in that? 

MR. SULLIVAN: Yes, normal residence. 

THE CHAIRMAN: Tuition fees at the 
university level are, I think, very largely paid from 
the public purse. 

MR. SULLIVAN: Percentagewise they 
are very largely paid from the public purse; but 
Still to live at the University of Toronto for a 
year requires $1,300. 

THE CHAIRMAN: That is correct. 

COMMISSIONER WALLS: I notice you say 
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that the incubation of this idea came from Section 72, 
which of course deals with the research provision, 
Actually the incubation might have come from LG, 

but it is entirely contrary to the spirit of 

Section 72, in that Section 72(1) says that the 
research must be related to the business carried out 
by the taxpayer, and secondly that the extension of 
the knowledge must be general and not confined to one 
person. 

I imagine you are interested in it 
being confined to one person? 

MR. FRASER: Merely the inspiration, 
that is all, came from that section, sir. I would 
like to point out what may be a small technical 
difficulty in points one and two under H which has 
concerned us a bit, but to which we have really no 
clear answer. 

It is not our intention at all that 
any businessman creating a scholarship be able to 
create a class out of which a selection committee 
will choose the students on the basis of academic 
merit. For example, we do not intend at all that 
Du Pont be able to say, "This scholarship is for 
children of Du Pont employees and we leave it up 
to the university selection committee to choose those 
from this class". We want to keep this completely - 
general. 

COMMISSIONER GRANT: I was interested 
in the observation that was made a while ago. From 


your knowledge do you find that that is the general 
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practice of corporations which make Scholarship 
grants? 

MR. SULLIVAN: All of us, sir, have 
been involved in fund raising, from the point of 
view of our organization or organizations on our 
campuses, from corporations, and our biggest problem 
is the fact that there is a budget in this connection. 
I think it is 10% of the income of corporations 


which can be given in the way of charitable donations. 
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The Board of Directors will sit down and 
select the charities they want to give to. Some will 
be the Red Feather, the Red Cross and perhaps an 
education institution and they will budget for the year 
or perhaps the next two or three years. It is very 
difficult to get them to change. Also, we would not 
want to take money away from the Red Cross or Red 
Feather or United Appeal, We think that education is 
a need which goes in a sense even beyond that. This 
provision is continuous in the normal corporation 
giving which can give 10 per cent. 

THE CHAIRMAN: Do you know what the average 
percentage of corporate giving is to corporate income? 

MR. SULLIVAN: Ten per cent. 

THE CHAIRMAN: The average is 1.2 per cent. 
The limit is ten per cent. 

COMMISSIONER WALLS: You will have to do 
some more canvessing. 

THE CHAIRMAN: There are very very few 
companies that are pushing the limit. There are some, 
but very few. 

MR. SULLIVAN: Can you tell us why? 

THE CHAIRMAN: No, I can't tell you anything 
more than I have just told you. I can only tell you 
what the facts are. 

COMMISSIONER GRANT: I can give you one 
reason why. That is that this money belongs not to 
the company. It belongs to the shareholders. These 
shareholders have the right to say what will be given 


and what will not. 
THE CHAIRMAN: I am certain that many 
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companies could well afford to increase their giving. 

I have said that publicly on many occasions and I hope 
they will increase their giving both to education and 

to other matters. I have been at company meetings where 
their shareholders have in fact criticigediithe directors 
for not giving away enough money so there are certain 
areas for consideration, Is there anything further? 

COMMISSIONER MILNE: I have one question to 
ask in respect of awarding of scholarships. This may 
be hearsay but I recall hearing or reading that every 
year Canadian universities have a number of scholarships 
that are not taken up simply because nobody has applied 
for them. Would this be so? 

MR. JENKINS: Thank you Mrs. Milne for that 
question. It is one that I think can almost be called 
folk-lore that we get from the various service groups 
across the country. 

It is true that there are scholarships that 
are not taken up. These are usually of the type to 
which Mr. Fraser has referred. They are limited. I 
will give you an example of my home province. There 
was an offer by the Calgary Herald to left-handed 
carrier boys who have delivered the Calgary Herald in 
a line running south of Red Deer, I will withdraw the 
left hand reference. That was facetious. There are 
many of them that are qualified like that that simply 
do not have anyone in that field. There is no one 
available to take these up because I can assure you 
there is an additional course that every student carries 
while he is going to university, if he has good marks, 
and that is ferreting out scholarships. The lists are 


baw coitaqube od dod aniviy atorit  ateorsant. teow § 
qonlw warily een asenen: ta teed orad Ei mieten "er no 


area ahh srtt Wena hthsd woek mh ¢ved ambloteninde nie ‘a 


abadrse ak arnalt aa Yoon Hgacne yews ‘antvts don wr £. 

ns Snoddy? aonheid eta eoseid ef doltershtades s0% anon 
ot Moltecmp oo oted . 2aicIM MAOTSEINMOS A 

on van elay sag bdleratonica, 20 untbasws to Foogane at 488 

| Vier ~~ antbasi to aAactiueeri Efeaor I tnd Yeautseri ed. 

vhs to “yndisuwet 6 ovat geltievevion wsthsasd 489% 


Dealiggs sad yboday eewmoad ylaate qo deed don om dade 


{ 

| Tee ed elas OfudW cad a2 to 
; : 
, Tete Tot eI eM feny Yiad?: : OO AM 

| ballec od dsorls wpocsitely 2 odedd ado et wT. aim tleoup 

| wOBOTE soltveres ano Laney ots mart? 10% ow fans eto lnfoy - 
| | Vite sit avotos 

. dais aqitheratosios o<8 Ssnedd Sede ors os wi 

| oF eq¢e? orld Yo ee e118 seecl....gn need jon ots 

| t*) - Reval ome vant TS 0% aad awesat aM dotaw 

) ogee 4 acute lar sman wa te oLqmaxe cis Hoy evin Lite. 


Dobtiert~ Ibe | od Kisii Yusu leo okt As a2't't0 us sew 
| ml Sieve Wiaypled edt bereytioh ever Bates aged tolanme | 
-_ Weatiitin iiiw i ,.“4eed bei 20 tvOR Lerterass ont) e 
| Brus pion -syoltess? anw dest? eoneneten baad Stet 
laos. vod? Feat wiht beltifeuy ons tadipeide to yeas 

oti GF eT eee wbiel? Jared wt eaovar sved suet of. f 
. oy onass mike Z i. @eusoed Gn saedd salet of sidaltere: . 
Percer rnebuite. aeiewe all MBINOD Lanotethhs me at ovesie f 
»mited hoes. esd od ‘i. sx#tarey tras ov getog. 82 of eligi | a 


exh ateti sat od tdensitonée two gatiesiet a? tats — 


' 
ANGUS, STONEHOUSE & CO. LTD. 7893 
TORONTO, ONTARIO 


Bone Vover very Védvefully. “Id gehéParsnip nas been 
announced, there will be applications for Lt. 

We have looked into this because it ig 
a terrible thing to have said. I would like to say 
that we would like to dismiss it as folk-lore or as a 
myth. There are simply not enough scholarships in 
Canada and the ones that are available are readily 
sought after and used, 

THE CHAIRMAN: Now, it is only fair to the 
Calgary Herald to point out that the Calgary Herald 
annually provides three scholarships of $7,500 a year 
each for newspapermen and not restricted to its own 
employees and in fact it has nothing to do with its 
own people. 

Is there anything further? I think this has 
been a very interesting discussion indeed. We have got 
no further questions. We understand your point that 
and we will certainly consider them. 

As I said at the beginning, anything we can 
do to advance education in Canada, without giving away 
too mach public funds, we will be glad to recommend. 

Of course, whether this is the right sort of thing, 

I don't know. We will have to consider it and we shall 
consider what you have said. Thank you very much 

indeed for your help today. We have been very glad 

to see you and your representations have been put forwar 
I think clearly and forceably and again I thank you. 

MR. JENKINS: Sir, on behalf of the Canadian 
Union of Students I would like to thank you and the 
Commission for allowing us to appear here today and I 


would to close, if I may, with a sentence or two 
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emphasizing the areas of concentration of our brief. 
It is simply that we fe@#l that if possible taxation 
benefits should be extended to the parents of those 
who are now attending Universities and technical 
institutes in Canada. The parents are the people who 
are bearing the burden here and we feel that there 
are simply not special concessions and if there are 
they are not adequate. We think this concession: for 
students who can deduct their fees -- we do not think 
in many instances students earn enough money to deduct 
their fee but the parents or most parents could make 
use of such deductions. I would therefore like to 
emphasize point "C" in our brief. I would like to 
emphasize twovother points that benefit parents, that 
ig “E" and "F*. 

Again, we must simply stress it is hard to 
benefit students by deductions because they do not 
have the income to which deductions could apply. There 
Ls no room, there is no flexibility. I would also 
emphasize "H", the idea of encouraging industry to 
donate to the supply of scholarships. 

I will close by emphasizing the point we have 
made that taxation is proving to be more and more the 
tool of social justice and we feel that this tool may 
be well used if in some way it can allow more studnets 
in Canada especially from the poor families to get to 
universities. Thank you. 

THE CHAIRMAN; Thank you, Mr. Jenkins. That 
is a very happy note to end on. I must say that it 
actually gives me a lump in my throat to think of 


120,000 students considering their old man. Thank you 
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very much, 

THE SECRETARY: I think this is the most 
appropriate time to enter into the record another 
exhibit, 309, a brief from the Graduate Students 


Association of the University of British Columbia. 


--- EXHIBIT NO, 309: Brief from the 
Graduate Students 


Association of 
the University of 
British Columbia. 
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---On commencing at 2:30 p.m. 


SUBMISSION OF THE CANADIAN LIFE INSURANCE 
OFFICERS ASSOCIATION 


APPEARANCES: Mr. H.L. Sharpe, President and 
Managing Director of the Northern 
Life Assurance Company 


Mr. L. Campbell, Senior Vice-President, 
Sun Life Insurance 


Mr. A.M. Campbell, President of Sun 
Life Insurance 


Mr. W.J. Adams, Vice-President 
Canada Life Assurance Company 


Mr. B.T. Holmes, Vice-President, 
Confederation Life Association 


MP. JA. Tuck, @.¢C., Managing Director 
and general counsel 


Mr. G. Aitken, President of the Great 
West Life Assurance (Winnipe:). 


Mr. L.d. Broun, Associate Actuary, 
Sun Life Assurance Company 


Mr. A.W. Anderson, Vice-President and 
Secretary of London Life Insurance 
Company (London). 

THE SECRETARY: Mr. Chairman and Commissioners 
this afternoon the submission before you is from the 
Canadian Life Insurance Officers Association. Mr. Holmes 
is the president of the Association and he is here with 
his colleagues and will introduce them to you and will 
give a few opening remarks. I would like to enter 
this brief into the record as Exhibit 310. 

---EXHIBIT NO, 310: Brief of the Canadian 


Life Insurance Officers 
Association. 


THE CHAIRMAN: Thank you, Mr. Secretary. Good 


day, Mr. Holmes and gentlemen. We are very grateful 
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to you for having put something to us and for appearing. 
I think you are doing so primarily at my request. I 
appreciate it. We are anxious to know more about 
taxation of life insurance firms and in fact life 
insurance in order that we may explore this as Puy 

aS possible within the limits of time. We have asked 
our counsel, Mr. Coyne to lead the questions. We have 
all read the submission that you have put before us. 
Before doing thet, is there anything you would like to 
say? 

MR, HOLMES: Yes I would, Mr. Chairman. First 
of all I would like on behalf of our group representing 
the Life Insurance Companies to express our pleasure 
at being with you this afternoon. We hope that we may 
be helpful to you in the work of your Commission. I do 
want to introduce those who are with me to you. First 
of all I have the vice-president of the Association, 
the first vice-president of the Association who is the 
vice-president and managing director of Northern Life 
Assurance Company, Mr. Sharp at the end of the table; 
the past president of the Association and president of 
the Sun Life Assurance Company of Canada Mr. A.M. 
Campbell, and then we have the standing committee of 
the Association concerned with taxation. Its chairman 
Mr. W.Jd. Adams, vice-president of the Canada Life 
Assurance Company and then those on his committee and 
working with it, Mr. George Aitken, vice-president and 
comptroller of the Great-West Life Insurance Company. 
Mr. A.W. Anderson at the end of the table, vice-presiden 


of the London Life Assurance Company. Mr. Lochlin 
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Campbell, sitting beside Mr. Alastair Campbell, the 
Senior vice-president of the Sun Life Assurance Company. 
Mr. L.J. Brown next to Mr. Anderson, the associate 
actuary of the Sun Life Assurance Company and then we 
have the Association staff, Mr. J.A. Tuck, managing 
director and general counsel of the Canadian Life 
Insurance Officers Association. Mr. Frank Demmick, the 
Secretary of our Association and Mr. W.T. Morgan, the 
assistant general counsel, 

Now, aS you said we are here partly because of 
your request although I believe we expressed to you 
throughout a willingness to come when you wished us. 

We have forwarded to you this outline of the taxation 
of life insurance in Canada. We then received your 
letter of December 13th indicating certain areas of 
concern that you would like us to comment on. 

We have prepared a memorandum dealing with 
these areas of concern and taxation in general as it 
affects us. I would like to emphasize two things. We 
did not think we should dignify this memorandum with 
the name of a submission although we have prepared it 
with care, For one reason, we have not been able to 
have a full meeting of our membership since we received 
your letter. We are confident we are expressing the 
views and the opinions at the disposal of the life 
insurance companies across Canada. We have not been 
able to formally submit it to them. I think you will 
see it is more or less informal in character although 


it has been prepared with as much discussion and study 


as possible. 
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What I would like to do, Mr. Chairman, with 
your approval, is to ask Mr. Tuck to use this memorandum 
to review it with you. We have copies with us. We 
think it would be easier if you had it in front of you, 
as it was reviewed. If that meets with your 
approval, that is what we would like to do. 

THE CHAIRMAN: Thank you very much, It meets 
with our approval indeed. We are indeed happy to put 
the views placed before us on the record which is a 
public record of course, I think there might be 
perhaps some choice in regard to this because you have 
prepared it at the request of our staff but on the other. 
hand you are submitting it to us in a public hearing. 

I think it is best placed on the record. 

MR, HOLMES: Yes we just wanted you to 
realize it is of a somewhat informal character. 

THE SECRETARY: Shall we place it on the 
record as Exhibit 311? 

---EXHIBIT NO, 311: Additional memorandum 

from the Canadian Life 
Insurance Officers 
Association. 

MR, TUCK: Would it meet your pleasure if we 
went down this memorandum together. It is not very 
lengthy. It is twenty-three pages but they are doubled 
spaced. Very early in this memorandum, in these notes 
as they are labelled, we do get to a review of the 
earlier documents we sent to you. 

At this time, if it is your wish or Mr. 
Coyne's, we would be glad to hear any questions which 


you wish to make to us on the earlier memorandum. 
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THE CHAIRMAN: In discussing our procedure 
before with Mr. Coyne, it seemed to me logical that we 
start off to a complete understanding of the manner of 
proceeding to tax life insurance companies, which you 
have pretty well covered in your main submission here. 
It was just by thought it was a suitable opportunity for 
us and leading from there to the questions that were 
submitted to you. However what I am saying has been 
taken up in this document which you have handed to us, 
Let us proceed in the manner you are suggesting. 

MR, TUCK: There are really only two pages 
in these notes that precede the memorandum originally 
filed, and they do show who we are and a little about 
us. 

THE CHAIRMAN: Well then, supposing you take 
us to the memorandum. 

MR. TUCK: Yes. 

THE CHAIRMAN: Do you wish to go right through 
the memorandum and then have questions asked afterwards? 

MR. TUCK: I think that we are in your hands 
on that. I think there are some questions which you 
might put to us we may deal with right away. There 
are others where it might be best to leave the discussion 
to a later point in the memorandum because we have 
elaborated on it there. If you don't mind, when a 
question is asked, I could indicate to you where it is 
covered in our memorandum. 

THE CHAIRMAN: I think in the interests of 


getting along with this perhaps what we will do, if you 


a agree, is to hold any questions until the middie of 
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page bL7 3 There is a break there, 

MR, TUCK: Yes. 

THE CHAIRMAN: At that time, we can clear up 
anything which may have occurred to us. We will make 
marginal notes in the brief. 

MR, TUCK: That would suit us very well. 

Who we are, 

The Canadian Life Insurance Officers Associatio 
is a voluntary organization of 99 companies in the life 
insurance business in Canada. These companies have 
$60 billion of life insurance in force in Canada 
representing 99 per cent of the total life insurance 
(excluding fraternal benefit insurance) owned by 
Canadians. 

Of the 99 members of the Association, 49 are 
Canadian, 35 are from the United States, 12 are British 
and three are from other European countries, Thirty- 
nine of the 99 are mutual companies and 60 are companies 
with capital stock. 

Canadian life insurance companies with capital 
stock have always transacted a substantial portion of 
their business on the participating basis. This 
business is, by and large, analogous to the business 
of a mutual company because the stock company is strictly 
limited by the Canadian and British Insurance Companies 
Act in the amount that may be transferred to the 
shareholders! account from the participating funds of 


the company. 


As at the end of 1962 the total business of 


all companies in force in Canada fell into the following 
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categories, 

We thought you might be interested in this 
breakdown first as between mutual and stock, 60 mutual 
and 40 stock. Next is between Canadian and non- 
Canadian 790-30. The next is participating and non- 
participating, by whatever class or sees of 
company. Participating is 70 per cent, non-par 30, 

Although we have not made a "head" count, we 
estimate there are over 10 million policyholders in 
Canada and thus the average amount of insurance owned 
is about $6,000.00. 

A great deal of other information is available 
in our Fact Book, copies of which have been sent to you. 
We thought this would mean it would not be necessary 
to go through all the statistics now. If there are 
areas in which additional statistics would assist your 
enquirey please let us know and we shall endeavour to 
Supply them. We do wish at this time, however, to make 
the points that our business extends from one end of 
Canada to the other and that we serve a very large 
number of Canadians in all walks of life and with 
a wide range of incomes. 

We are not advocating major changes in the tax 
position. Our position is that, at the moment, we have 
no significant changes to advocate respecting life 
insurance taxation. This does not mean the system is 
perfect in every detail or that we may not, from time to 
time, be advocating changes ourselves. As a matter of 
fact, two changes, one relating to group insurance 


and the other to annuities, were made in the Income Tax 
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Act a few weeks ago but these were of relatively minor 
importance compared with the Substantial tax problems the 
Commission has been asked to consider. 

We gave our descriptive memorandum to which 
you and Mr. Holmes referred, We sent to you earlier 
a memorandum entitled "Taxation of Life Insurance at 
the Corporate and Policyholder Level". This document 
had been virtually completed when the list of questions 
from your research staff arrived. The nature of that 
memorandum did not lend itself to incorporating answers 
to the questions. We shall comment on the questions 
during today's hearings. 

Perhaps it might be desirable if we reviewed 
the highlights of the memorandum with you at this point. 

I think at this point I might just go through’ 
the memorandum. I am not going to read it all but 
just to show what we have in mind and the headings that 
aU,covers. This is the document on the long paper 
Which you have. 

First we set out the Section of the Income 
Tax Act under which life insurance companies are taxed. 
You will note the words at the start "not withstanding 
anything in this part -- this is Section 30 which gives 
the complete code of the taxation of life insw ance 
companies in Part 1 of the Income Tax Act, The basis 
are stated as the amount credited to the shareholders 
account and then certain deductions are listed. And 
then I would like to refer to a section of the Canadian 
and British Act and the limits of participating 


in profits going to shareholders and ask you to note 
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that the Statute states: "The directors of the company 
may set apart such portion of the net profit as they 
deem safe and proper for distribution to the shareholders 
and holders of participating policies," 

And then the Act goes on to impose limits 
whereby 90 per cent to 97% per cent, depending on the 
Size of the company, must be allocated to participating 
policyholders, 

At the bottom of page 2 we go on to descirbe 
the ins and outs of Section 30 and on page 3 briefly 
refer to tax rates which are, of course, the normal tax 
rates, 

And then referring to deductions which are at 
the bottGiimeegne*spage relating to provincial income 
tax and you are very familiar with the deduction that 
is allowed, of course, Then forward income taxes are 
referred to and described with the deductions. Later 
on we will come to one of the questions on this point. 
We will make some comment. This is just factual 
background. Our comments are in what. we will come 
to later, 

Then, under the heading of provincial income 
tax we pointed out that the provinces now impose income 
tax on all corporations. May we point out that in all 
of these the principles of Section 30 of the federal 
income tax are followed and life insurance companies 
must credit that to the shareholders account. 

Over the page we give the rates of provincial 
taxes and then we go on to refer to the provincial 


premium tax making the point that there is no federal 
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premium tax, There are provincial taxes in every 
province. We give the basis, the key points of the 
annuity considerations which are not taxed, The 
provincecofvresidence! basis is used. Dividends are 
a deductible revenue. The basis of accounting is used 
and direct plus reinsurance received is used and then 
reinsurance is deducted, What is stated here on this 
page relates to all provinces. All ten provinces are 
uniform on these principles that are enunciated here, 
On page 6 we refer to the aie ewenisei in 
requirements of details for some provinces. There are 
other minor differences too, different dates for paying 
taxes and some require advance payments and some do not. 
Then we go on to policyholder. Dealing first 
with life insurance we point out that lump sum. death 
benefits are not taxes. They are regarded as 2 capital 
receipt. In the case of instalment settlements the 
interest portion of the settlement is taxed and then 
over on page 7 we refer to surrenders being trated in 
the same way as death claims, depending whether they 
are a lump sum or an instalment. Similarly with 
matured benefits, and then we refer to policy dividends 
and here when we talked earlier about insurance policy 
proceeds not subject to income tax, by proceeds, we 
include policy dividends which are returned premiums. 
Then we go on to individual annuities and 
point out that the interest portion only of the annuity 
payment is subject to income tax. Over on page 8 we 
refer to the surrender proceeds treated the same as 


life insurance standard in respect of contracts entered 
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into before the 14th day of June of last year. This 
is one of the amendments IT made mention to earlier, 
that a contract subsequent to June 14th of last year, 
that part of the proceeds consisting of interest 
accumulated prior to that date offset in the annuity is 
now taxable where the contract is cashed out. Death 
benefits from annuities, tax benefits of life insurance 
proceeds. 

Then there is a part of the memorandum that 
deals with annuities on a de-registered retirement 
Savings plans and we point out that the whole annuity 
payment is normally taxable. On a de-registered where 
there is a surrender, there is a tax which is at. a 
minimum rate of 25 per cent. Death benefits after 
maturity will be taxable in the hands of the recipient 
and then on death before maturity there is a rather 
interesting tax applicable to the registered retirement 
Savings plans. This is a special tax provision which 
has not been used for the ordinary pension plans, for 
group pension plans but for retirement savings plans 
there is a flat tax of 15 per cent on the death 
benefit for an insured. fais is, of course, the 
Savings portion in the retirement savings plans. If 
there is an insurance element in it, it is not 


taxable. 
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Then we go to pension plans and pension 
benefits being fully taxed, and deal with surrenders 
on the termination of service. We point out that the 
optional method of tax can either be taken as income 
in the regular way or a special section of the Act can 
be used under which tax is applied at the average rate 
of the taxpayer's income over the past three years. 

Then at the bottom of page 10 if a deferred 
annuity is taken on termination of service there are 
two options; either tax can be settled at the present 
value of the deferred annuity, or the annuity as 
received can be taxed. On page 11 the provision of 
the Income Tax Act is dealt with which facilitates 
employees moving from one Job to another and avoiding 
payment on the value of their pension at the time of 
moving by having the equity transferred to another 
plan. At the bottom of page 11 we deal with death 
benefits, again from registered pension plans. The 
death benefit is fully taxed but there is the 
alternative of a lump sum relief on the basis of the 
last three years tax. The instalment settlement, 
However, 1s taxed in Tull. 

Then we go to the provincial taxes as they 
relate to the personal field and point to the 16 per 
cent abatement allowed by the federal government. 

Then we review the special tax in Quebec which has 
enacted its own personal Income Tax Act, and point to 
the fact that this is, although in different language, 
modelled very closely as far as life insurance is 


concerned on the federal act. 
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Then we go over to page 14 where we refer to 
concessions to policyholders in their own personal 
income tax returns on individual contracts. We point 
out that there is no deduction for premiums for life 
insurance or annuity contracts except the registered 
kind. This point is of interest today, because later 
on in our other memorandum we have come to the 
discussion of this question of relief for life 
insurance premiums. Secondly, we refer to premiums 
under registered plans being deductible, and then the 
fact that under registered plans insurance can be 
combined with the savings element and the savings 
element will still qualify for deduction. 

Then we come to the limits at the bottom of 
‘page 14 of the deduction for registered retirement 
Savings plan contributions. At the top of page 15 
the limits are finished off. Then we refer to the 
individual's position in connection with group 
contracts and point out that payments made on behalf of 
an employee by an employer to provide group term 
life insurance up to $25,000.00 are not considered 
income, but above that those contributions are 
considered as income to the individual. 

Then we refer to the deduction of contribution 
to pension plans and give the limits there, 

Then over the page to page 16, where we 
refer to the employer's right to get a deduction for 
Special payment for past services. At the bottom of 
the page there is a little detail about the $25,000.00 


provision relating to group insurance, which I mentioned 
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a moment ago, describing how it is done by arriving at 
the proportion of cost of the group term insurance. 
Here, incidentally, there was the other amendment made 
recently to the Income Tax Act where this is now 
confined to group term life insurance, this relief of 
$25,000.00 insurance. 

On page 17 we deal quite briefly with estate 
tax and point out that since the adoption of the Estate 
Tax Act by Parliament life insurance is treated like 
other forms of property liability, being based on 
ownership. We run down the sections which bring into 
tax a variety of things like annuities, superannuation, 
pensions, death benefits, and on page 15 give a little 
detail about the insurance provision. Then we refer 
to the "key-man" insurance, where it is owned by a 
corporation controlled by the deceased. At the bottom 
of the page we refer to a change in the Act a few 
years ago, bringing into tax an insurance policy taken 
out in connection with office or employment being 
taxable as a death benefit. 

At the top of page 19 we point out that this 
4s a matter which requires further study, that the 
section is not doing exactly what it was intended to 
do. In Section 3(5) we give the criteria for 
determining ownership in a life insurance policy, 
because ownership is the key. Ownership means the 
right to do one of five things: To change the beneficiary; 
to charge or pledge the policy; to borrow; to cancel, 
surrender or otherwise terminate the policy; or to 


assign the policy. 
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Then there are two brief paragraphs on 
provincial succession duties, the key point being that 
the provinces have not followed Ghe federal Act in 
using the ownership test to tax the proceeds of life 
insurance policies on the life of the deceased to the 
extent that the deceased paid the premiums. This is 
true and has been true in Ontario and Quebec for many 
years, and it is also true in the new Act enacted in 
British Columbia last year. 

Now, Mr. Chairman, do you wish me to go on 
to page 11? 

THE CHAIRMAN: No, I think not if I may have 
a second choice. There is a good deal in the 
memorandum here and you have gone quite a distance 
already. iIt seems to me that it might be a good 
opportunity for you to relax for a minute or two while 
we ask a couple of questions. Mr. Coyne, supposing 
I leave you to. take on from here? 

MR, COYNE: All right, Mr. Chairman. Perhaps 
picking up some questions for clarification arising 
out of the factual memorandum which Mr. Tuck has just 
been reviewing, Mr. Tuck, if there are some aspects 
of these questions which you intend to deal with in 
the second part of your submission, you might indicate 
whether it would be preferable to defer them until that 
time. 

Now, turning to the first memorandum, at the 
beginning where you set forth the provisions of the 
Income Tax Act providing for the taxation of life 


insurance corporations, you point out that it is in 
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effect a complete code for life insurance companies, 
and that the general provisions of the Act with respect 
to deduction and prohibited deductions in determining 
the taxable profits of ordinary corporations do not 
apply. This section for life insurance companies 
Supercedes the general provisions of the Act. 

Section 30 really determines the taxable 
income of life insurance companies having capital stock. 
Could you tell us very briefly the tax position of the 
mutual companies, which of course, by definition, do 
not have taxed capital stock? 

MR, TUCK: They pay no tax under Section 5(1) 
of the Income Tax Act. 

MR, COYNE: No tax at all because of the fact 
that there are no amounts credited to shareholders 
accounts? 

MR, TUCK: That is right. 

MR. COYNE: One of the things which strikes 
one from reading Section 30 in the context of the Income 
Tax Act is that unlike the case of other companies 
where there is a requirement for determining profits 
of the business of those companies on which the tax 
is based, section 30 is concerned with the taxable 
income of a life insurance corporation. Nowhere does 
{t mention profits. I wonder whether you could very 
briefly go through these various factors which determine 
the taxable income of a life insurance company? This 
is sometimes 2 matter of some mystery to persons 
who are not in the life insurance business and 


concerned with their taxavion. 
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THE CHAIRMAN: This seems to me, Mr. Coyne, 

a good starting place to ask why life insurance 
companies avoid use of the word "profits". I know 
they do avoid it because on some statements which I 
have seen the word "profits" does not appear. 

MR, TUCK: I think this is an important part 
of .our answer to some of the questions, Mr. Carter, We 
temto analyze the life insurance process in this 
respect. If we may, could we come back to this? 

THE CHAIRMAN: By 211 means. 

MR. COYNE: Then a few matters of detail. 
Turning over to page 2 you cite the section from the 
Canadian and British Insurance Companies Act relating 
to the dividion of profits from participating policies. 
Subsection (2) provides that the holders of such 
policies are entitled to share in that portion of 
the profits set apart that has been distinguished 
as having been derived from participating policies, 
to the extent of -- and then there are a series of 
progressive amounts. The first one is 90 per cent 
in any year in which the mean participating fund 
does not exceed $250 million, up to 974 per cent where 
the mean participating fund exceeds $1,000 million. 

I take it the balance, reversing the order from 24 per 
cent to 10 per cent, may at the discretion of the 
company be attributed to shareholders accounts? 

MR. TUCK: That is right. 

MR, COYNE: My question is merely as to 
these very large amounts which are set forth dn. these 


sub-paragraphs. In terms of Canadian life insurance 
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companies as they exist, do they generally fall in (a) 
rather than (b), or in (c) or in (d), or are there 
companies which are in all of these varying sizes up to 
and including (d), where the mean participating fund 
exceeds $1,000 million? 

MR, TUCK: There were some in each category, 
until the Sun Life mutualized. 

MR. ANDERSON: Perhaps I might be able to 
Supply our own company's figures. As at the end of 
last year this particular fund you are talking about, 
the non-par fund, was $700 million. 

MR. TUCK: So that you fall into (c). 

MR, COYNE: Mr. Anderson, is your company the 
largest non-mutual company in Canada? 

MR, ANDERSON: I think that would depend on 
the use of the word. 

MR. COYNE: Well, one of the largest. 

MR, ANDERSON: Yes. 

MR. COYNE: By the time you get up to 97% per 
cent you will be one of the very large companies. 

MR, TUCK: The Great West and the London are 
the two largest Canadian companies with capital stock, 
and they are in (c). 

MR. A.M, CAMPBELL: The Sun Life until they 
mitualized was the only one. 

COMMISSIONER WALLS: Does this not prejudice 
the dividend-paying ability of small or new companies? 

MR. TUCK: It does limit the dividends that a 
new company can pay out of its participating funds, It 


does not limit what you can take from the shareholders 
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from its non-per funds if it feels that non-par funds 
are generating any earnings. 

MR, A.M, CAMPBELL: I should like to point out 
thet these percentages which may go to the shareholders 
account are optional. There is nothing to prevent a 
company in (a) from paying out only 2% per cent to the 
shareholders account if they so desire. 

MR. ANDERSON: Theat is the situation in our 
own case, Mr. Campbell. While we belong to category (c), 
95 per cent, actually last year we paid out 97 per cent. 
I think that is your point. 

THE CHAIRMAN: You mean, paid out up to,..100 
per cent, but you may not have less than 97° per.cent. 

MR. ANDERSON: That is right. 

MR, TUCK: The emounts of the participating 
funds of the Canedian companies are all set out in the 
abstract of the Insurance Superintendent's Statement 
for 1962, at page 34A. This is all the Canadian 
companies registered in Ottawa. 

MR, COYNE: Then if we might turn the page 
again to page 3, where you get into the aspects of tax 
credits both for provincial taxes and for foreign 
taxes, at the bottom of the page, dealing with 
provincial income tax, the taxable income earned in each 
province is the proportion of the total taxable income 
that the premiums, less dividends, in each province is 
of the total premium, less dividends, in all jurisdiction 
Where the company maintains a permanent establishment. 


How is it determined whether a premium is received in 


a province? 
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MR, TUCK: "Premiums in each province" are the 
words. 

MR, COYNE: Is it a matter of the residence 
of the policyholder or the address of the office through 
which the payments are made? 

MR. TUCK: I believe this is so but my 
colleagues can correct me if I am wrong. There are 
exhibits in the federal statement and in the provincial 
insurance statement in which premiums are shown by 
profits, under various headings "Alberta, British 
Columbia", and so on. They are shown on the basis of 
the current residence of the policyholder, 

MR, ANDERSON: That is right. 

MR, COYNE: Is this the same test that is 
accepted by the provinces in connection with their 
taxation of the companies incomes? 

MR, TUCK: Yes. 

MR, COYNE: And the federal authorities also 
recognize this test for purposes of determining 
provincial tax credit. 

MR. TUCK: That is correct. 

MR. COYNE: At the top of page 4 you then get 
into the foreign tax credit, and I believe this is one 
of the matters you comment on in the memorandum, and 
perhaps you would prefer to leave it until that time. 

MR. TUCK: Yes, we would. 

MR. COYNE: On page 4, under the heading 
"Provineial Income Tax", you point out that all 
provinces now have provincial income tax and that 


the provinces accept the principles set out in the 
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federal act. Then you say: 
"While the method of 
calculating provincial income 
taxes may vary somewhat as 
between individual provinces..." 
I am a little curious as to the meaning of that and 
whether these variations are of any significance, 

MR. TUCK: Do you know, Mr. Anderson,whether 
they are of significance? 

MR, ANDERSON: No, I do not think they are 
significant. 

MR. COYNE: Is it fair to say that by and 
large, without any significant variations, all of the 
provinces now tax life insurance companies, basically 
in the same way and in a way consistent with the 
federal method of taxation? 

MR, TUCK: I think so. 

MR. COYNE: On page 5 you get into the 
premium tax, and perhaps we might deal with this in 
the later memorandum. 

MR. TUCK: Yes, we deal with it there. 

MR. COYNE: I want to ask a general question 
rather like the question I just asked with respect to 
income tex. By and large do all the provinces agree 
or have the same method of determining the basis of 
tax on premiums so that there is no double taxation 
as between one province and another? 

MR, TUCK: That is correct, Mr. Coyne. 
MR, COYNE: Again turning the page to page 6, 


where you get into the subject of income tax on policy 
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proceeds --- 

THE CHAIRMAN: Would this be a good time to 
ask a question concerning the taxation of the company 
itself? 

MR, COYNE: I think it would, Mr. Chairman, 

THE CHAIRMAN: Because I want to be sure that 
I fully understand how life insurance companies are, . 
taxed. I am not up-to-date on it myself, although I 
think I know the answer, I should like to aSk what is 
no doubt an obvious question to you gentlemen, but it 
is not obvious to me, The income accounts of a life 
insurance company starts with the premium, You have 
the premium, then there are deducted expenses, and then 
there are deducted actuarial reserves, and then 
deductions are made under Section 30. The amount is 
charged during the year to the shareholders as their 
fair proportion of losses incurred by investment, or 
other losses of a similar character. They are charged 
during the year to the shareholders, obviously not to 
each individual shareholder but to the shareholder's 
account. I presume it is to the account, which would 
contain the profits attributable to the shareholders. 
Is that what the words mean there, "To the shareholders"? 

MR, A.M, CAMPBELL: To the shareholders : 
account. 

THE CHAIRMAN: It is a surplus account, It is 
a general account. 

MR. HOLMES: Not a surplus. EGy AB 


shareholders account. 


THE CHAIRMAN: A shareholders account means 
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to me a personal account, At the top of the page would 
appear the words "John Jones", who lives in a certain 
town at a certain address, I do not think you intend 
that here, do you? 

MR. ADAMS: Probably the word "fund" should 
be inserted. It shouid be "Shareholders fund", That is 
what it is normally called, as a matter of fact. 

THE CHAIRMAN: Very well. I do not think there 
is any other industry which has an account labelled 
"shareholders fund". I think this is peculiar to the 
life insurance business, 

With regard to any losses which are made 
through investments or otherwise, would not all the 
losses pertain to the owners of the business, who are 
the shareholders, or is there an allocation of losses 
between policyholders and shareholders? 

MR. A.M, CAMPBELL: Supposing you have a company 
with $500 million assets in funds exclusive of the 
shareholders fund, and you have $1 million in the 
shareholders fund. If you have profits or losses 
they are apportioned in that ratio. 

MR, ADAMS: There is no segregation of 
assets so it has to be apportioned. 

COMMISSIONER GRANT: Let us suppose that a 
company is starting off business. From its very 
inception how is the shareholders fund establised, 

What makes it grow and what takes away fromeilt? I 
see that the losses take away from it, but what makes 


it grow? 


MR. HOLMES: Well, let me just start on this 
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and my friends can add to it. it starts off, I would 
say, with the capital stock investment. There may be 

@ premium added to it, but it does represent originally 
the money which the shareholders contribute to the 
operation. It is a fund. Let us say, just to 
illustrate, that it was a large company with $1 million. 

COMMISSIONER GRANT: You mean paid in capital? 

MR. HOLMES: Yes. Some interest is earned 
in the first year, The other main source of growth has 
been referred to, which is out of limited transfers of 
the --- 

COMMISSIONER GRANF: Non-participating account. 

MR. HOLMES: Non-participating account, and 
then the limited transfers from the participating 
profits. They are the main sources of its growth, 

COMMISSIONER GRANT: Mr. Holmes, when a 
certain amount is credited to the shareholders account 
from participating, that is not in the form of a 
dividend that is actually paid on those shares? 

MR. HOLMES: Oh no. All dividends must be 
paid out of the shareholders account to shareholders, 
but the money that is put into the shareholders 
account may sit there to their credit. It is normally 
a typical shareholders fund which does enlarge the 
capital stock with some kind of surplus which has been 
added to it from the past year's operation. 

COMMISSIONER GRANT: Some years ago I 
remember attending a meeting in New York which was 
addressed by some person who was supposed to be an 


expert on stocks, and so on. He said that Canadian life 
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insurance companies shares are undervalued. He said 

that people do not understand them, that they do not 
appreciate what the real value of those shares is. Might! 
he be referring to the shareholders fund which would 
actually increase the book value of the shares? 

MR, ADAMS: If I may answer that briefly, there 
has for some years been a considerable misunderstanding 
of the comparison between the Canadian stock life 
insurance company and the United States stock life 
insurance company. Investment dealers and others just 
do not realize the implication of these limitations 
which are spelled out on page 2 and which are not 
found in the United States insurance laws, I think 
this is basically the reason for the opinion that many 
people in the United States think that Canadian 
shares are undervalued. They are trying to treat them 
as United States money. 

THE CHAIRMAN: The next section is 30(b), 
"Amounts transferred in the year from the shareholders 
account to an insurance fund or an investment reserve 
fund". We have already had the investment losses 
written off under (a). Now we have monies taken 
out of this account for two purposes. I would imagine 
that there is some objective in mind there, Would 
that be determined subject to the scrutiny of the 
Superintendent of Insurance, or anything like that, 

MR. TUCK: This transfer occurs when it is 
necessary for the directors to bolster the insurance 
operation, I suppose, by drawing on the shareholders. 


The insurance mortality might be bad. 
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THE CHAIRMAN: Actually theycompute the 
additional reserve which is required. Is that what is 
meant in the first part of it? 

MR, TUCK: That would be one thing where the 
insurance fund is declared by the actuary to be 
inadequate. 

THE CHAIRMAN: How about the investment 
reserve? That is not an actuarial calculation; that is 
a subjective judgment, I should have thought. 

MR, ADAMS: If there was a substantial drop in 
market values and they had to be bolstered, this is 
the shareholders' responsibility. 

THE CHAIRMAN: Then (c) is "in a case where an 
amount equal to dividends or portions or dividends 
would be deductible under Section 28, if that section 
were applicable, such proportion of the amount credited 
or appropriated as aforesaid as may reasonably be 
regarded as having been derived from those dividends 
or portions of dividends". 

MR, TUCK: These are dividends otherwise 
deductible, I think. 

THE CHAIRMAN: Yes, I think so. Then I think 
that is all I want from that particular section, Mr. 
Coyne. 

COMMISSIONER WALLS: Just one question. I 
was interested in the section where you say "such 
proportion of the amount credited or appropriated" to 
the shareholders account. Then you deal with capital 
gain on investments. Is there any portion of the net 


capital gain which goes to the participating policy- 
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holder, or is it ear-marked for the shareholders 
entirely? 

MR. A.M. CAMPBELL: It is apportioned on the 
basis of the funds. 

MR. ADAMS: The same as the losses, 

MR. A.M, CAMPBELL: So the majority goes to 
the policyholder funds. 

COMMISSIONER WALLS: It is apportioned, is it? 

MR. A.M. CAMPBELL: Yes. 

COMMISSIONER WALLS: Thank you, 

MR, COYNE: Then if we could turn to page 6, 
where you are commencing to deal with income tax on 
policy proceeds, first of all death aiaies you deal 
with a lump sum, you point out that that is clearly a 
capital receipt and it is not subject to income tax. 
Then with regard to instalment settlements you say: 

"Where the proceeds of a 

policy are payable on the 

instalment basis, by virtue of 

some settlement option, then 

the interest portion of such 

instalments will be subject to 

income tax". 

Over the page you point out that the combined 
effect of section 6(1)(a)(iii) of the Income Tax Act, 
read in conjunction with section 11(1)(k) is that only 
the interest portion of annuity payments is taxable, 
Am I right in thinking that as far as the taxable 
4nterest portion of instalment annuities is concerned, 
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annuity has commenced which is taxable, not the interest 
which has been earned in building up the value out of 
which the annuity is paid? 

MR. TUCK: You are correct, subject to two 
exceptions. One mentioned earlier --- 

MR, COYNE: I am speaking before June 13, 1963, 
I should say. 

MR. TUCK: That is one exception you have made. 
The other exception is, the rule you cite refers to an 
individual annuity contract which is not registered, 

MR, COYNE: Quite so, 

MR. TUCK: Not registered as a retirement 
savings plan or pension plan. 

MR. COYNE: Quite so. However, I thought in 
this section that we are dealing with individual --- 

MR, TUCK: I think really, Mr. Coyne, that 
this is a life insurance settlement, where a man dies 
with $10,000.00 worth of life insurance which then 
pecomes payable. Instead of taking that $10,000.00 his 
beneficiary takes an instalment settlement, an 
annuity settlement of the $10,000.00, so that 4t is a 
prospective annuity settlement only. Fhere is tro 
deferred period. As you put your question, I rather 
thought that it was more in relation to annuities on 
page 7, individual annuities, at the bottom of page 
7, where the interest only is taxed. At the top of 
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MR, COYNE: Is there basically any ie frrrer 
between the taxing of the instalment settlements that 
you are speaking of on page 6, and the taxing of the 
annuity payments you are speaking of on page 7? 

MR. TUCK: » There is no difference in this 
sense. Subject, again, to those exceptions I made, they 
are both taxed on the interest element from a point of 
time for it, from the commencement of the annuity for 
BGs But in the instalment settlements of life insurance 
proceeds, of course, there is not a deferred period. 
The man dies a day, or a week, or ten years after he 
takes out the policy. There is not a deferred period 
such as there is in the individual annuity. But as 
from the point forward where the annuity commenced, 
the formula is exactly the same, 

MR, COYNE: You say, with regard to lump sum, 
that the amount received is clearly a capital receipt; 
it is viewed by the Income Tax Act as a capital receipt 
and no portion of that is taxable. 

MR, TUCK: That is not mentioned in the Act 
at all. It is not mentioned as a taxable item either, 
It is just not one of those things laid out in taxable 
income. 

COMMISSIONER GRANT: Is not the reason for 
this that under an approved pension plan or a 
retirement savings plan the payments are allowed as a 
deduction from income tax? 

MR, TUCK: That is right. 

COMMISSIONER GRANT: And therefore are taxed 


on their receipt as an annuity? 
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MR. TUCK: That is right. 

COMMISSIONER GRANT: Whereas an annuity which 
is not under a retirement savings plan or an approved 
plan is a voluntary act on the part of the annuitant 
and he makes these payments out of capital and therefore 
it is only the interest portion that is subject to tax 
whe n it is received? 

MR, TUCK: Yes, it is the interest portion 
that is taxed from the time he starts getting the annuity. 

COMMISSIONER GRANT: Because there is no 
limitation on the amount he can put in? 

MR, TUCK: No. ‘There is a clear line between 
those two. 

MR, COYNE: But I suppose the point is that no 
tax is charged to the policyholder during a period in 
which his premiums are earning interest in building up 
to the ultimate capital sum proceeds? 

MR, TUCK: That is right, and this whole thing 
née come to later on. 

MR. A.M. CAMPBELL: Except, of course, there 
are the proceeds by insurance policies and there is a 
premium tax during this period. 

MR, COYNE: Quite so; a premium tax payable 
by the company? 

MR. A.M, CAMPBELL: Yes. 

MR. COYNE: Then on page 7 where you are 
dealing with policy dividends, you point out that 
policy dividends are included in the word "proceeds". 


Then you say: 


"The theory behind the 
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exemption, in the case of 

insurance dividends, is that 

the policyholder is simply 

having returned to him that 

portion of his premium which 

the current year's experience 

has shown to be unnecessary", 

Am I right in thinking that if the policy- 
holder leaves his dividends on deposit with the company, 
as he normally can under many participating schemes, 
the interest that the dividend fund of his earns is 
not taxable in his hands? 

MR. TUCK: It ig taxable income. 

MR, COYNE: In the hands of the policyholder? 

oa. SUCK: ~~ 6Yes. 

MR, COYNE: Declarable and taxable in the 
year in which it is earned? 

MR, TUCK: Yes. I am not sure that very 
many report interest on anything that is taxable 
income. 

MR, COYNE: But that is subject to tax? 

BR, TUCK: Yes. 

THE CHAIRMAN: Do you notify your policyholder 
of that? It seems to me I must be accumulating 
interest on some policies and I have never been 
conscious of any dereliction with regard to reporting 
interest, and I guess I have been derelict in this 
respect’. Would my premium notices have indicated it? 

MR, TUCK: No. It is a bit of anomaly. 


The section of the Act and the regulations dealing with 
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reporting interest simply do not extend to this type: of 
payment. They do extend to interest in your bank 
account, and there is a reporting of over $100.00, say 
you have enough bank accounts and keep your interest 
under $100.00, you are in the same position as you are 
with your life insurance interest. 

MR. A.M, CAMPBELL: The dividend note is 
ordinarily the means, If your dividend is in deposit, 
it would show the interest on existing dividends. 

MR, TUCK: I am sorry; you are quite right. 

THE CHAIRMAN: My question was, would it 
indicate that this is taxable? I do not suppose so. 
It 18 not your business to do so; it is the policy- 
holders business to know whether it is taxable or not. 
I suppose it has been indicated to me and I did not pick 
up the fact that it was taxable. 

COMMISSIONER GRANT: I am sorry that this 
perilous matter came up at all. 

COMMISSIONER WALLS: Are most dividends not 
deductible by the policyholder from his next year's 
premium? Is that not the customary method of handling 
it? 

MR, A.M, CAMPBELL: In a substantial number 
of cases it is used. 

MR. TUCK: It is the favourite method, I 
guess. 

COMMISSIONER WALLS: Being much poorer then 
Mr, Carter, that is the way I always employed my dividends. 


THE CHAIRMAN: You have probably figured out 


an angle. 
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MR, COYNE: In a number of places, Mr. Tucks, 
you refer to the special treatment of lump sum payments 
under Section 36 of the Income Tax Act, and also to a 
number of circumstances in which that type of special 
treatment on lump sums is not available. 

Do you take any position or make any comments 
or recommendations as to the extension of Section 36 to 
any other circumstances? i: havesin mind, for exanple, 
your reference at the bottom of page 8 with regard to 
Surrenders on de-registration of retirement savings 
plans, and death benefits received under Section 79B(3)(c]). 

I think neither of those are subject to the 
Special tax treatment under Section 36, 

MR, TUCK: If my memory is correct, at the 
time Section 79B was enacted I think we proposed that 
Section 36 be made available. If «it the: not Dogugss 
we had better review our recommendations. 

MR, COYNE: You are not making any submissions 
to this effect to this Commission, though? 

MR. TUCK: No, we have not looked into that. 
Perhaps we should. We could very easily do it and drop 
you a line. 

MR, COYNE: It is 2 point that hes been 
raised by some others who have made representations to 
the Commission, that Section 36 of course chooses 
certain types of lump sum payments, and the question 
has been raised 2s to whether or not there are others 
which should, in equity, receive similar treatment, 


MR. TUCK: We will write you on that, Mr. 


Coyne. 
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MR, COYNE: Turning now to page 14 where you 
are dealing with concessions to policyholders in 
personal income tax returns, individual contracts, 
deductibility or allowance of life insurance premiums, 
no tax unless they are registered; and then you say: 

"Conversely the resulting 
death,surrender or maturity benefits 

are regarded as capital and so free 

from income tax". 

Does that last statement strictly apply in 
the case of benefits which are paid out in the form of 
an annuity? 

MR. TUCK: No, it does not, in respect of 
the interest content of the annuity from the vesting 
date for it. 

MR, COYNE: We are back to the same point 
that we were discussing earlier? 

MR, TUCK: Yes. The vaiue of the annuity at 
the time of payment is free. 

MR, COYNE: Yes, and I think the distinction 
is clear. On page 16 you make reference to this 
rather special arrangement with regard to the exclusion 
of group term insurance premiums paid by an employer 
from the income of the employee. 

We have had some criticism of the manner in 
which the proportioning is effected, where some portion 
of the premiums is paid by the employee under Section 
6(1)(d)(b)(3), I think it is. Do you have any 
criticisms of the manner in which this proportioning 


works out? Is it the cause of any concern for you 
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MR, TUCK: I have not heard of any. The 
whole section bothers us in this respect, that it is an 
awful lot of words and an awful lot of work for a 
very little bit of tax, I think that has been our main 
concern with it. 

MR, ADAMS: I think our general feeling has 
been that the cost of administering this is in excess of 
any Gax eollected,. 

MR, TUCK: As to the detailed formula, I do not 
think we have any suggestion. 

MR, A.M. CAMPBELL: We had the opportunity to 
discuss this with the then Minister of Finance, and this 
was the proposal that the companies put forward; they 
felt that the group insurance position here could be more 
iiberal. 

THE CHAIRMAN: You do not remember whether 
you recommended any limit whatever? 

MR. AM, CAMPBELL: We suggested two times 
Salary being free of tax. 

COMMISSIONER PERRY: I think the previous 
point we had put before us was that the limit should be 
based on the part of the insurance that was being 
provided by the employer; not the total amount of the 
insurance. In other words, the employer may only be 
paying for half of the $25,000.00, and that the limit 
should reflect the employer's part, which is the 
benefit, rather than the total amount. 

MR. TUCK: You have a good point, Mee Perry. 


COMMISSIONER PERRY: But it is not made by the 
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insurance companies? 

MR, TUCK: In my own case, sir, I think I can 
Say, in the presence of those who pay my salary, thet I 
think I pay very much more than half the cost of my 
group insurance, to get the $25,000.00, 

COMMISSIONER GRANT: There is a ceiling, is 
there not, on group insurance? Wheat is the maximum 
coverage? It varies from company to company, but what 
is the maximum today that any company is giving under a 
group policy? 

MR. ADAMS: Do you mean what any life 
insurance company is selling, or any employer is providin 
for his employees? 

COMMISSIONER GRANT: What is the maximum 
coverage an employee can get under a group policy, 
regardless of salary? Would there not be a celling? 

COMMISSIONER PERRY: IS not twice salary the 
normal thing? 

MR. ADAMS: Twice salary is normal. 

MR. A.M, CAMPBELL: In the upper limits I 
think there is a limit on twice salary. Anything in 
excess of $100,000.00, I would think, would be 
relatively rare, although there may be individual cases 
where that:.does exist. 

MR. ADAMS: This is kept. in check by the. 
mortality risk involved, and the underwriters in Canada 
are careful when you get into that category, 
because this involves medical examination and so on. So 
that is the effective limiting factor, depending on the 


size of the insurance company involved and the extent 
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to which they can underwrite large amounts. 

COMMISSIONER WALLS: Do you do any re-insurance 
of group insurance? 

MR. ADAMS: Yes, occasionally. 

COMMISSIONER WALLS: So the smaller company 
would have that opportunity, perhaps, to take a slightly 
bigger risk through re-insurance? 

MR, ADAMS: Yes. 

MR. COYNE: Turning, if I may, to just one 
point on the section at the end dealing with the Estate 
Tax Act, you point out at the bottom of page 18 certain 
anomalies which can flow from the application of 
Section 3(4b) and it has been put to us by others that 
this section is far too broad in its wording. It was 
designed to cure a relatively small loophole and in the 
result has inhibited or affected unfairly many 
transactions that were outside that concept. 

I take it you are referring to this same thing 
here? 

MR. TUCK: Yes. 

MR. COYNE: My question is whether you have 
any specific recommendations to make as to how it might 
be reworded? 

MR, TUCK: No. We have tried hard to find 
one over the last few years and have failed. Any time 
we thought we were getting towards a Solution, somebody 
in the Tax Department was able to shoot it down...» Tt, 4s 
a very difficult matter. We are going to try again, but 
at the moment we have no solution to offer. 


MR. COYNE: Thank you. Mr. Chairman, those are 
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my Questions on this preliminary memorandum. 

THE CHAIRMAN: You have a few pages of the 
other memorandum, have you not? 

MR, COYNE: I wonder, Mr. Chairman, if I could 
ask one question really on the first page of these 
notes which Mr. Tuck started out to refer to. 

In the third paragraph you say: 

"Canadian life insurance 

companies with capital stock have 

always transacted a substantial 

portion of their business on the 

participating basis". 

Are you trying to distinguish there between 
Canadian life insurance companies with capital stock 
and mutual companies? 

MR, TUCK: No; non-resident life insurance 
companies, 

MR, ADAMS: This is rather unique to Canada. 
In our jurisdictions there is the stock company which 
sells nothing but non-participating insurance. This is 
a unique Canadian development. 

MR, COYNE: In Canada, though, both the 
capital stock companies and the mutual companies sell 
participating policies? 

MR, ADAMS: Yes. This goes back to 1847, 
incidentally, when Canada Life was founded, They were 
refused a charter as a public company, and this started 
them off on a new tack. 

THE CHAIRMAN: I take it that Mutual Insurance 


Company policies are not participating? 
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MR, ADAMS: Not all, but most are, 

MR, A.M, CAMPBELL: The reason for that 
principle is that term insurance does not really lend 
itself very readily to participation. 

THE CHAIRMAN: You have fitished, “Mr: Coyne? 

MR, COYNE: Yes, Mr. Chairman, 

MR, TUCK: May I go back to the notes, Mr, 
Chairman? The part of the notes that stretches from 
page 3 to the breaking point that you suggested on 
page 11 is pretty much of a piece. We would be glad 
to answer questions as we go through it. 

THE CHAIRMAN: >» I think it wuld be better if 
you went right through it, and if we have any questions 
we will make a note of them and come back to them, 

MR, TUCK: In the middle of page 3 there is 
the heading "General Comments on Research Staff's 
Questions". We would like to stress that these next 
few pages, while they contain statements on numerous 
matters with which I am sure you are all familiar, do 
form as a whole a background for our subsequent comments 
on the questions and we deem these pages to be of some 
Signiticance.s 

First of all, we wish to emphasize the unique 
nature of the life insurance business, Contracts 
entered into today may run for many decades and no one 
can foresee the contingencies that may arise in a long 
span of years. During all this time the premiums and 
guarantees originally fixed remain in effect. iS is 
therefore difficult, if not impossible, to compare a 


life insurance company with the other organizations 
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reterred to in ‘the questions ‘put to us) 


The questions all relate, in one way or another, 
To the taxation of the life insurance companies 
themselves -- the federal income tax imposed on transfers 
to shareholders! account and the premium tax levied by 
the provinces. We should like to make general comments 
on these taxes before proceeding to the specific 
questions. Then we would like to state our basic 
Seals ISLS 4 

It is our belief that these two taxes, taken 
together, constitute a workable and equitable basis for 
the taxation of life insurance companies -- bearing in 
mind the type of business transacted -- and that they 
represent a fair share of the general taxation burden for 
the companies and their policyholders to Destino 


support this belief, we wish to emphasize the following 


points: 

chy Provincial and federal taxes on life 
insurance must be looked at together, 

2) Life insurance benefit payments relieve 
governments of many welfare expenditures 
they would otherwise be required to make. 

=) The shareholder interest in the business 
ig taxed at normal corporate rates. 

4) The tax that applies to the policyholder 
interest (that is, the premium tax) 
takes into account the mutual nature of 
our business. 

5) The premium tax falis equitably on the 


various types of life insurers. 
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The premium tax produces about three- 

Quarters of the revenue that would 

be produced by a tax on the investment 

earnings of the life insurance funds 

of the companies at the average 

effective rate of personal income tax 

applicable to policyholders. 

Taking these points in turn our comments are 
as follows; 

1) Provincial and federal taxes must be 

looked at together. At the time the 

federal government entered the corporate 

tax field in 1917 the provinces had been 
levying a premium tax on life insurance 
companies for many years, 

I think the first one was in the 1870's, the 
next one in the 1890's, and they followed along not 
long afterwards in other provinces, Double taxation 
of the life insurance business was avoided when the 
federal government entered the taxation field in 1917 
by the federal government taxing only transfers to 
shareholders, leaving the basic tax on the business 
in. the hands. of the.provinces,. The premium tax, field 
was rented to the federal government from 1942 until 
1947. 

From that year until 1957 there was 

double occupancy of this tax field by 

the federal government and some 

provinces but no double taxation. 


The tax was then transferred to the 
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provinces but if this had not been 

done no doubt some equivalent transfer 

of revenue from the federal treasury 

would have been made, 
fae) Life insurance and annuity payments to 

Canadians last year totalled $710 million. 

Many recipients of these payments would 

otherwise have had to draw assistance from 

one level of government or another, 

We are not contending that this "social 

usefulness" should free us from tax 

entirely but we do suggest it should be 
taken into account in judging the tax 
burden to be imposed on Canadians who 
voluntarily assume responsibility for 
their families, their dependents and 

their own old age. 

I wowid like to interject, if a) may, in 
referring to this "social usefulness" point, that 
numerous other jurisdictions have taken a step that 
Canadian has never taken; and that is, have given 
positive incentives to people to take out life 
insurance by giving them relief from their personal 
income tax, We could give you 2 number of quotes, 
but here is one interesting one from the evidence of, 
I think it was the Inspector of Income Tax to the 
Royal Commission on Income Tax in Great Britain in 
1920: 

"Tt is believed that it 
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life assurance, among those classes 
who cannot otherwise safeguard their 
families in the event of early death, 
is an important national benefit, 

It certainly prevents innumerable 
cases of widows and children becoming 
a charge on the State to their own 
great disadvantage, as well as to 

the cost of other citizens. On 

this groun alone it deserves every 
possible encouragement; and it is 

not surprising that the unique 
national results of life assurance, 
and the method by which it is 
ordinarily provided by fixed 

annual payments maintained throughout 
a long period of years, should have 
Singled out life assurance premiums, 
even from amongst certain other 

kinds of expenditure that may also 

be held to have good national 
results, as payments Suitable to 

take into account to reduce the 
taxable income of those who pay 
them". 

I continue, Mr. Chairman. 

The amounts credited to shareholders' 
account by a Canadian life insurance 
company are taxed at normal corporate 


rates and no exception is taken to this. 
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The tax that applies to the policy- 

holder interest in our business is 

the premium tax. No doubt when it 

was first levied in Canada little 

attempt was made to establish a sound 

rationale for it. In fact one could 

argue rather effectively that such a 

tax is basically an unsound tax because: 

(a) Life insurance companies are 
largely mutual in character and 
a tax on them is borne almost 
entirely by their policyholders; 

(ob) a tax on the premiums paid by 
these policyholders is a tax on 
thrift and self-reliance which 
are the last things that should 
be discouraged through taxation; 
in fact, many countries, as: I: ihave 
said,: provide tax incentives. 

(c) life insurance is the outstanding 
medium used by Canadians who seek 
to provide against the dependency 
of their families on state or 
other assistance and because the 
burdens of governments are thereby 
reduced, the policyholders should 
not be penalized by taxation; and 

(d) a premium tax must be paid whether 
the insurance operation has been 


successful or not. 
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Despite these points, the premium tax is 
probably here to stay and as a method of taxation it 
does have some good features, 

Years ago a line of legal decisions began in 
England that established the proposition that a life 
insurance operation is mutual in nature and that 
individuals banded together to insure themselves cannot 
be said to be trading for a profit. As far as a tax 
applying to the "profits" of a business is concerned, this 
line of cases would still appear to govern but the 
legislatures have come to the rescue of the revenue. In 
the premium tax statutes the legislatures have, in our 
view, taken account of the basic nature of our business. 
This did not happen overnight. The first premium tax 
statutes contained inequities but over the years 
adjustments have been made, 

I thought I might at this point give you a 
reference. Perhaps Mr. Coyne already has these cases, 
They are all summarized quite usefully in the Stanley 
Mutual Case, which was about 1953, in the Supreme Court. 
They start away back with the New York Life Case in 
the House of Lords before the turn of the century. 

All insurance is mutual in the sense used in 
some of the legai decisions because policyholders ahre 
risks of future loss. But in the context in which we 
are using it, "mutual" is the designation we apply to 
the policyholder interest in a life insurance company as 
distinet from the shareholder interest. In our business 
thé line between policyholder interest and shareholder 


interest is quite clear because in our accounting and in 
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our statements policyholders! funds and shareholders! 
funds are clearly separated, 

The essence of mutuality in life insurance is 
that A, B and C and like-minded individuals join 
together for a purpose that is personal to each but 
which is beyond the capability of any one of them to 
accomplish alone. As the cases say, these individuals ar 
not "trading", and can hardly be held to be making a 
"profit" out of their own efforts. In choosing an 
insurance corporation as the vehicle for banding 
together, A.B and C become involved in a business 
operation which, it seems to be generally recognized 
in Canada, should bear some tax burden. The good 
features of the premium tax as the tax burden are its 
administrative simplicity, for the tax authorities and 
for the companies, and its even impact on the cost of 
insurance for both participating and non-participating 
policyholders. 

5) The premium tax falls equitably on the 

various types of life insurers, We think the Commission 
will agree with us that it is unusual for.a group of 
competitors in such diverse positions to agree that 

any tax system does even-handed justice to all of them. 
The stock companies do not object to paying a tax not 
levied on the mutuais -- the income tax on shareholders' 
account. All the companies, stock and mutual, Canadian 
and non-Ganadian, agree that there is no competitive 
advantage to any of them in the premium tax since it 
falls equitably on both participating and non- 


participating business. 
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While it must always be gratifying to the tax 
authorities to find that competitors in the same line 
of business are satisfied with a tax base, the level of 
taxation is a legitimate area for enquiry. Here 
again, it is our contention that the premium tax, at its 
present 2 per cent vate, is defensible and we point in 
particular to the fact that it produces about three- 
quarters as much revenue as would be produced by a tax 
on the investment earnings of life insurance policy 
reserves at the effective rate of personal income tax 
applicable to policyholders. In 1962 the personal income 
of Canadians was $30.8 billion and they paid $2.3 billion 
in personal income taxes in that year, This works out 
at an average effective rate of personal income tax of 
about 7.5 per cent. If this rate of tax has been 
applied to the investment earnings on life insurance 
policy reserves in 1962, the tax produced would have 
been about $194 million. The premium tax on life 
insurance in Canada in that year was $143 million. 
Bearing in mind the "social usefulness" of the life 
insurance business, together with the fact that the 
business pays the following additional taxes over and 
above general taxes such as real estate, business and 
sales taxes, the difference between revenues generated 
by a premium tax and a tax on interest earnings 


does not loom large: 
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Income taxes on transfers to shareholders! 

CCE OS Aes a ah are sale ele tious sMaliets ete avy 9a ote oe ey COO, OOO 
Fees and assessments to reimburse governments 

ror the’ cost of insurance supervision....... 800, 000 
Income tax on interest, etc., earned by 

non-resident life insurance companies doing 

business in Canada in respect of investments 

in Canada on behalf of non-Canadian 

SoC POUT Os eheiw aie 5's fh die'y let ee ereens eb cn Spm CUO 
As I say, these are approximate figures for taxes paid 
in 1962. 

It might be argued that the companies have 
policyholders in high income brackets and for them the 
absence of an income tax on investment earnings of 
life funds is far more significant than the presence 
of the premium tax. This is undoubtedly true. If our 
business was concentrated with policyholders in high 
income brakcets there might be cause for concern. But 
the facts speak for themselves. We have 10 million 
policyholders in Canada and if everyone filing taxable 
returns for incomes of $10,000,00 a year and over was 
a policyholder this would only represent 3 per cent of 
the lives we insure. 

Over the years we have had a number of 
discussions with government officials regarding the use 
of life insurance as a tax-haven. Two surveys have been 
made of the number of cases of large prepaid premium 
deposits and large single premium echtracts, In neither 
was there eny indication of any substantial use of 


life insurance in large amounts for tax reasons. 


O09 000.8% iigig 


‘O90 ,O0G reves SMOLIVSOGES Donattial “Yo Tago) ent tot 


tad Ke . 


oc 


-&1O8SS% 287 Yo? atdaveme Souat et Salta tas:! sf 


[ aero AU P Didnt tahencricidind vel vininsd shag 
< ae Pa bo th Vis ve ra Corre VR My 
as I a | tan I 7 a 
. = 
‘waubsoctwagtia os wees: to | . 
ah ari, Dye lee 
ha i] 


ory tintebdiateesantieedlenewt elects 


) edad ort 
aI wind aie wa-tsyeten batt oF eta seonaa bens: a 


a Hoeries |, O%e \Iestetat no xe smonah: ia 
HAL SSleguoo sonatwanl sol taablentded 
Wiwsaevel "boo goeqgse? 4 shage> mh edoeqnterd 


i i. by aw 8 <4 on vim +I in be ie / 3 isd nied 6De YY rhé rt 


: Vee etyerianyy e's BO SEBLOC VALI Og 
' é . MWeaitotqqa ors seeds) ome 
«SOY 
fj f Ai MOLES Sie a i. 32 
4 f " et ot , A fs "y ifont¢ot 
i ' § re Pha av f 7 iG SuAead 
iy 2S Som We) SL ebrdd ste 
‘i it) y rrr , ka? woine aii 
ui : ; 19 eTATIwTHONK Ny GHW ¢ [on lend 
: OW VOGlm SL Sit “ “waa 
0 i s8ev foun odd) Ao? Sasee bro 
By IgV 7 ) Shi ne teh a Lt dy 
‘ Ori 00,000 .OL8 16 samoom: 4o? antes ot | 
say i { vi 1 VOG 8 ’ p an yt a‘ 
« PIsié on vi'§ 
TSC cH 7) SVE SH BMA 7% Gis THO 
Alb trsyex asslott ico Jnenotevog Wile. ofolanvense 
Poyviga. out HGOVEGe-Z3agd 5 wr = sonsaped? ales te 


Leqghiq auyal lo senep. to Todaun off to. shaw 
ATOSTING MLOoTG wLeAte egral hae a0 heoaele 


i) TSlinesedoe ¥ne Io ahtactdat yas evel on 


ul 


a 


; eae ia 


ANGUS, STONEHO r , 
Nan HAA. teen = 7944 


The life insurance business provides an 
important part of domestic capital. The companies! 
investment in government, housing, commerce and industry 
in Canada now exceeds $10 billion. This total 
represents the accumulation of the methodical, small- 
Scale savings of millions of policyholders. Much of this 
Saving would not have been available for investment in 
the Canadian economy had it not been for the activity of 
life underwriters who now number more than 14,000 -- 
probably the largest organized sales group in the savings 
Pe. 

In our view the chief competition for the 
Savings dollar comes not from other savings media but 
from consumer goods. Any increase in taxation of the 
life insurance business would raise the cost of insurance 
and discourage some purchases. A great part of the 
amounts not saved through the companies in consequence 
of this would likely be spent rather than saved in other 
ways. The result would be some overall reduction in 
available domestic capital. 

The special contribution of life insurance to 
the community has been recognized in other jurisdictions 
by the granting of income tax relief to individuals for 
their life insurance premiums. In the United Kingdon, 
for instance, this relief goes far beyond the tax 
postponement granted in Canada for contributions to 
registered pension and retirement savings plans. vile 
U.K. Royal Commission on the Taxation of Profits and 
Income in 1955 commented on this relief as follows. 


This is a later Commission, and this is what they 
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actually said: 

"Life insurance relief has 
existed for over 100 years. It covers 
not only the premiums on assurances 
effected through the ordinary life 
offices but also the smaller weekly 
or monthly sums collected through 
industrial life assurance. It covers 
premiums paid to secure certain 
deferred annuities in connection 
with staff assurance schemes and 
premiums paid under endowment policies 
ij.-Ghey,are: combined with life; cover. 
In <fiect, the relie£l is.vailebie 
to any taxpayer who wishes to take 
advantage of it and who has an 
insurabie life. Its pros and cons 
were fully reviewed by the 1920 
Commission, who approved 'the action 
of the State in singling out this one 
form of thrift for preferential | 
treatment'. Subject. to certain 
recommendations that they made, they 
approved it continuance. More 
recently, the second Tucker Committee 
continued this approval, subject to 
certain modifications that were 
necessitated by other recommendations 
in their Report", 


The practice of granting relief for life 
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insurance premiums has also been adopted in Australia, 
Germany, Holland, South Africa, Switzerland and other 
jurisdictions, 

That is not an exhaustive list, Mr. Chairman. 
We have not had the time to make an exhaustive survey. 
We have companies, or connections with companies, in 
all these jurisdictions, and that is why we cite them. 
But we do know that many former British colonial 
possessions have these, and we think probably a number 
Or other jurisdictions? do too, This is the point 
at which we thought we might break, 

THE CHAIRMAN: How much time can you give us 
this afternoon, Mr. Holmes? I see that time is moving 
on, and you probably have plane reservations. 

MR, HOLMES: ‘Three of us have a plane 
reservation at six, and we will have to-leave at Tive. 
However, I believe the bulk of our representation can 
stay until six. 

THE CHAIRMAN: Then I think we can probably 
finish by five. 

MR, HOLMES: Well, we can all stay until five. 

THE CHAIRMAN: Very well, then we had better 
proceed: 

MR. COYNE: Tram’not sure, Mr. Chairman, that 
I would have more than one or two questions on these 
general remarks. 

THE CHAIRMAN: And I have one or two. 

MR, COYNE: One place where I was a little 
curious about the tenor of your argument is in the 


wording of your paragraph 6 on page &, which is dealing 
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1] with the revenue produced by the premium tax vis-a-vis 
2) what would be produced by a tax on investment earnings. 
3|| You quote the relevant figures in the paragraph and say 


4|| towards the end of the page: 


5 "Bearing in mind the ‘social 
6 usefulness! of the life insurance 
7 business, together with the fact 

8 that the business pays the following 
9 additional taxes over and above 

10 general taxes such as real estate, 
11 business and sales taxes, the 

12 difference between revenues 

13 generated by a premium tax and a 
14 tax on interest earnings does not 
15 loom large." 


16|| Then you list what I take to be the following additional 
17|| taxes other than general taxes. With regard to the 

18|| income taxes on transfers to shareholders! accounts, [I 
19|| take those to be income taxes under Section 32. 

MR, HOLMES: Section 30. 

MR. COYNE: Section 30 rather. Then the fees 
and assessments you have to pay to support the 
supervising department of the various governments; and 
then you put $7.5 million income tax on interest earned 
by non-resident companies doing business in Canada in 
respect of investments in Canada on behalf of non- 
Canadian policyholders. | 

Really my question is, why do you consider 
that last figure as being relevant in Siis COnNVeEG? f 


take it to be taxes paid by foreign companies on 
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investments which they have made in Canada on behalf of 
non-Canadian business, 

MR, HOLMES: That is true. While I think we 
would freely admit, Mr. Coyne, that there was not 
complete relevancy, this is a tax that the life 
insurance process is paying in capital. That is as 
much as you can say for its relevance. 

MR, COYNE: I see. Can you tell me how that 
tax arises? In other words, where the non-resident 


companies have investments in Canada that are not 


related to their Canadian business, how are they taxed 
on that investment income? 

MR. TUCK: This is a tax which is imposed by 
Part sLil. Ititis 15 per: cent,t sper cent. and: geroure It 
is a withholding tax which is not applied to these 
companies on a withholding basis. They are excepted 
from the withholding requirements but instead are 
required to file annual returns and pay the tax, 

MR, COYNE: But it is still the 15 per cent --- 

MR, TUCK: Yes, the rates are the same. 

MR, COYNE: Yes, the rates are the same. One 
other very general question, Mr. Tuck, which may deserve 
a general answer, You refer toward the end to certain 
jurisdictions in which relief is provided to policy- 
holders in respect of their life insurance premiums, and 
you refer to the United Kingdom and to these other 
countries on page ll. Perhaps it may be something 
of a paradox to consider thet notwithstanding the tex 
relief which is enjoyed by policyholders in these 


yarious countries, and which I would think should be 
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quite substantial, the Canadian life insurance industry, 
without this type of relief for policyholders on their 
premiums, has progressed to an enormously greater extent 
than has the life insurance industry in these other 
countries, Is there any comment that you could make 
on that which would be at all useful? 

MR, A.M, CAMPBELL: I think, if I may be 
permitted to answer that, Mr. Coyne, you will find that 
in Great Britain, where we do business, the tendency 
because of the form of taxes which they have is probably 
to sell policies with less insurance element and more 
Savings element. In other words, instead of selling 
life policies they tend to sell endowment policies. 

MR. COYNE: I take it from the excerpt here, 
that provided there is a life element, however small, 
in the policy the premium toward a policy qualifies for 
tax relief in the United Kingdom? 

MR. A.M, CAMPBELL: That is right. 

MR. ADAMA: There is a limitation. Seventy 
pounds per 1,000 pounds sum assured is the maximum 
premium, which is very conservative. There is another 
reason too, and that is the great difference in the 
sales organization between Canada 1, the United States 
and the United Kingdom. Only now are they catching up 
with modern methods of merchandising in the United 
Kindgom with respect to life insurance, For many 
years the Canadian companies have been among the leading 
life insurance sales organizations in the United 


Kingdom, 


MR. COYNE: This applies equally, Mr. Adams, 
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to Australia, Switzerland and the other jurisdiction 
with this form of relief? 

MR. ADAMS: Iam not familiar with the other 
Jurisdde tons: 

THE CHAIRMAN: I think we are all aware that 
Canadian life insurance companies have probably been our 
greatest exporters. 

MR. COYNE: They are the only questions I have 
on that porvionrer 1t yer, Chairaen. 

COMMISSIONER GRANT: On that very point, Mr. 
Coyne, on which you are asking Questions, would you 
have knowledge as to whether or not any part of the 
proceeds would be subject to tax in the event of death 
if the premiums were exempt from tax? 

MR. TUCK: I think generally in these 
countries the proceeds are not taxed. 

COMMISSIONER GRANT: In the case of an 
annuity, where it would be --- 

MR, TUCK: The interest factor is taxed. 

COMMISSIONER GRANT: So it is a deferred 
tax in that case, as it is in Canada. 

MR, TUCK: Yes. There may be exceptions in 
some jurisdictions, such as in cases where there is an 
excess over the premiums. 

MR, ADAMS: In the United Kingdom, even 
under their pension plans, I believe, the annuity paid 
out is taxed at a much reduced rate from earned income. 

MR, A.M. CAMPBELL: There are also certain 
concessions with regard to succession duties on life 


insurance policies under the Married Women's Property 
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Act. 

COMMISSIONER WALLS: This is for my information 
because we have been dealing both with participating and 
non-participating insurance as far as stock companies 
are concerned. Am I right in thinking that the 
premium charged for participating whole life is higher 
than the premium charged for a non-participating whole 
Life? 

MR. TUCK: Yes. vaca 

COMMISSIONER WALLS: Thenare the earnings 

in relationship to the surplus charge what you 
base the dividend on? In other words, the non- 

policy like 

participating with a $20.00 premium and Thee HINA ah 
policy with a $23.00 premium, let us say, means that 
the dividend is based on the $3.00 difference. is 
that what you base your dividend principally on for 
participating policies? 

MR. HOLMES: I suppose you could consider 
the amount earned comes out of that $3.00, but the 
dividend is determined actually by mortality experience, 
interest experience and expense experience -- after 
making provision for whatever contingencies are thought 
necessary for the future. 

THE CHAIRMAN: It is the balance remaining 
in that participating fund correlated with what? How 
would one spread that? 

MR. ADAMS: The amount that is set aside 
for allocation of dividends is spread between the 
policyholders in proportion to their contribution on 


these three items: mortality, depending on their age 
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group, and so on; interest, depending on the amount in 
their funds, their reserves; and expense, depending on 
the expense attracted by their particular insurance. 

MR, A.M. CAMPBELL: I think it is safe to say 
in explanation that it involves this question. If our 
experience over a period of ten, fifteen or twenty years 
was better than we anticipated when two identical 
policies were issued, one par and one non-par,then the 
return on the participating policy to the participating 
policyholder would be better than that to a non- 
participating policyholder. 

COMMISSIONER WALLS: Therefore that means that 
whatever supplementary return you make on your mortality 
table or on your investment out of the non-par policy 
naturally goes to the shareholder? 

MR. A.M. CAMPBELL: Yes, that is so. 

COMMISSIONER WALLS: Thank you. 

COMMISSIONER PERRY: You use the divine right 
of people who make such calculations quite fully in 
measuring the yield of the premium tax against the 
yield from personal income Uax. If this 7# per cent 
represents the real burden of the tax, then we have had 
2 lot of misled people appearing pefore us. I think 
you would more accurately measure it by taking the rate 
against taxable income not against total personal 
income, which will give a somewhat higher rate than 
the 74% per cent. However, I agree that this is a matter 


of judgment. 


MR, TUCK: We were not seeking the lowest 


possible rate, Mr. perry. 
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COMMISSIONER PERRY: No, but you have achieved 
it though! 

MR, TUCK: How do you arrive at a rate which 
gives recognition to the fact that we have a tremendous 
number of policyholders who are not taxpayers? 

COMMISSIONER PERRY: I agree. 

MR. A.M, CAMPBELL: The point is that the 
7* per cent is being applied to the total interest 
income of the life insurance companies, which includes -- 

THE CHAIRMAN: Well, it provides an indication. 

MR, TUCK: You might have taken a higher 
rate and applied it to the interest earnings less what 
is necessary to maintain the policy reserve. 

COMMISSIONER PERRY: Then on your quotation 
from the Royal Commission on Income and Profits, the 
general tone is favourable, but did they in fact 
recommend the continuation of life insurance --- 

MR. ADAMS: Yes, I have the quotation here. 
Were you referring to the words "subject to certain 
modifications"? 

COMMISSIONER PERRY: No. That is a quotation 
from a report which sounds as though they are coming 
out with an answer which is not actually there, 

MR, ADAMS: Yes. It is continued on the 
present basis. The "certain modifications" they talk 
of in the report were interesting. This was a time 
when they were increasing the standard rate of tax, 
and this was a recommendation that the increase should 
not apply to life insurance companies. Therefore, the 


relief was limited to the same extent. 
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COMMISSIONER PERRY: I was just kidding you. 
that I had read all these reports! 

THE CHAIRMAN: I have two points and I will 
put them as briefly as I can. On page 4 you refer to 
double taxation, and I am not sure what you mean, At 
the time the federal government entered the corporation 
tax field in 1917 the provinces had been left penniless 
for many years, going back to 1890, you told us. 
According to your statement there the federal government 
taxes the transfers to the shareholders, and again 
taxes the dividends received by the shareholders, I 
presume. 

MR. TUCK: This sentence does not indicate 
as clearly as it might, perhaps, what we have in mind. 
As of 1917 there was a tax on our premium income. The 
federal government was going into the business of 
taxing corporate income. If they had elected to tax 
our corporate income on some formula or other, and the 
provinces still imposed the premium tax on us, there 
would be two taxes. Perhaps that is better than double 
taxation. There would be two taxes on the life 
insurance process, whereas confining their tax to the 
amount transferred to shareholders account they did not 
overlap the premium. 

THE CHAIRMAN: The point is that the premium 
tax really was a reduction in the amount transferred 
to shareholders account, and therefore was taken into 
consideration in the income tax. 

MR, ADAMS: I think the point we are making 
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better: "Double taxation of a policyholder's interest 

in the life insurance business was avoided when the 
federal government taxed only transfers to shareholders", 
The premium tax certainly falls on the policyholder, not 
the shareholder, 

THE CHAIRMAN: Now, turning to page 8, I was 
interested by the statement which you make there, As 
you gentlemen realize, we must consider all forms of 
business, whether they are taxed and whether they are 
not taxed, I do not think it is appropriate to ask 
you to discuss whether or not mutuals should be taxed 
when you have members who are both mutual and non- 
mutual. I do not think that you have made 
representation about this anyhow in the succeeding 
paragraphs. The point is whether or not mutual 
interests should bear tax. 

MR, TUCK: You mean, mutual general insurance 
companies? 

THE CHAIRMAN: No, mutual life insurance 
companies, 

MR, TUCK: We make the point throughout our 
thesis that they do pay a tax on premium income, It 
is a workable type of tax --- | 

THE CHAIRMAN: I am sorry, I have not made 
myself tolear. I meant whether or not mutual life 
insurance companies should pay any form of income tax. 
You are not making eny representations one way or 
the other on that, I think. 

MR. TUCK: Yes we are, right now: We do 


not think that there should be an income tax on a mutual 
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life insurance company. 

THE CHAIRMAN: Then if we did not happen to 
agree with you and chose to recommend differently -- I 
am not giving any indications that that might be the 
result -- I assume that to be fair one would have to 
recommend some form of tax on participating insurance 
policyholders in a company. Is that not the case? 

MR. TUCK + ~ Yes, that. <te true... 

MR. COYNE: I think, Mr. Tuck, we will now 
pick up at page il and carry on. 

My SUCK: | Shall I warry con: then'y er. 
Chairman? 

THE CHAIRMAN: Yes, please. 

MR. TUCK: From page 11 on, we are commenting 
on the questions that the research staff sent to us. 
We did not reproduce these questions in this document; 
we assume that you have them handy beside you. 

THE CHAIRMAN: Headed "Questions for the 
consideration of the Canadian Life Insurance Officers 
Association". 

MR, TUCK: Yes, that is the document. They 
are simply comments without repeating the questions. 
Question 1 was in three parts and asks us to compare 
life insurance companies with other organizations. 
Firstly, in (a) we are asked to compare ourselves with 
non-insurance corporations and then with other risk- 
sharing organizations, that is, general insurance 
companies; then in (b) with co-operatives; and then 
(c) investment clubs. Life insurance companies have 


certain superficial resemblances to each of these. four 
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types of organization, but do not correspond exactly with 
any of ‘them. 

Looking first at non-insurance corporations, 
it is necessary before attempting a comparison to examine 
the semantics. Even simple words like "sales" and 
"reserves" have quite different meanings in life 
insurance and non-insurance organizations. It can be 
most misleading to consider so-called life insurance 
sales of new business in the same context as sales of 
automobiles, houses, industrial equipment or wheat, 

When any of these things are sold, the profit is 
immediately ascertainable and readily made subject to 
tax. 

The sale of new life insurance, however, 
involves an initial cost to the company considerably in 
excess of the first year's premium. This cost, which 
must be paid out of existing surplus, corresponds to a 
general corporation investment in inventory. This 
inventory, so to speak, in turn must be liquidated, 
that is, the initial cost must be recovered gradually, 
year by year in the future, as the insurance continues 
to be kept in force by the payment of subsequent 
premiums, 

The investment made by a life insurance company 
in new business will take many years to repay and the 
term cannot be known in advance because it depends on 
many variables which only the future can disclose. The 
variables include future rates of mortality, expense, 
interest earnings and, most important, the rate of 


lapse. If adequate provision is not made for such 
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variables the result could be that the investment in 
new business would never be repaid. 

Before deciding, therefore, on the amount-of 
dividends to be paid in any year to policyholders or to 
Shareholders, a life insurance company's directors and 
management must make a judgment of what the future 
holds with respect to those and other factors and 
make provision for sufficient reserves from renewal 
premiums to provide for adverse trends which might 
aévetops. such contingency reserves, unlike general 
corporate reserves, are for the purpose of ensuring the 
payment of guaranteed benefits decades in the future, 
Such reserves were used extensively to offset the 
adverse mortality experience of World War I and the 
1918-19 influenze epidemic, again in the 1930's to 
offset falling asset values and reduced investment 
earnings and later to‘offset annuity losses resulting 
from both reduced investment earnings and mortality 
improvement brought about by progress in medical 
science. 

To force a stock company into the position 
of guarding against such variations in its still-to-be- 
determined "profit" or "loss" only with after-tax 
income would fail to take into account the long-term 
nature of its commitments and liabilities. 

There are, of course, checks against excessive 
accumulation of contingency reserves and surplus. A 
company must disburse currently sufficient policy 
dividends to maintain its competitive vosition. 


Furthermore, the Superintendent of Insurance is interestad 
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in seeing that equity is maintained among various 
generations of policyholders and would use his 
influence to urge a company to keep a proper balance 
between surplus and current policy dividends. 

Canadian life companies are in a more 
vulnerable position than United States or United Kingdom 
companies in that they are required to value their 
holdings of bonds and stocks, except for certain 
government bonds, at market values for balance sheet 


purposes. 
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United States companies use amortized values for 
practically all bond holdings and specially adjusted 
values for preferred stocks. In the United Kingdom 
companies are free to change the basis of valuation 
for their policy liabilities to accord with changes 
in the earnings rate and market value of their assets. 
On this account Canadian companies should hold greater 
contingency reserves and surplus than either United 
States or United Kingdom companies. 

Cie ) (at). Looking now at general 
insurance companies, we find that while they are alike 
in their risk-shaering purpose, they are quite dissimilar 
in the terms involved in their risk-sharing guarantees, 
Generally life insurance companjes provide protection 
against contingencies which will arise whereas general 
insurance companies provide protection against events 
which may or may not occur. Life insurance contracts 
provide protection for many years into the future whereas 
general insurance contracts are usually limited to a 
period of three years or less. Premiums for life 
insurance contracts are guaranteed applicable for the 
lifetime of a policy which may run for many decades 
whereas general insurance companies are in a position 
to modify their premium rates at relatively short 
intervals not only for new business but for the renewal 
of existing business. 

1(b),. Co-operatives have similarities to 
the mutual principle in life insurance in that the 
purchasers or recipients band together to provide 


jointly for their common needs. The similarity stops 


pe ee Ha Aye MRI Riana Way eta - wary my av (all us 
; i Pip toe ik AE ele sa } Oe a a he x) 4 ets 
a i ) ne iran any ae 4 te ao . A 
‘Ode TORO Tas Cag i . 
: ; * oa A 

sol eautay pewhttoms oun eptanagmbe. atlas 


Py ri a 

bavauths vilntonge ine agnitblor bead’ {Ls thissasonng ‘ 
|}. aoteetol peated wet ext ‘aia barre’ sng not aanckaee te 
| oct ol SW RO elesd edd (expmano oO 9922 Me getesowon | 
ssgnccy Wile Sreoks of mshi iidatt Yllod then! wd 
Ween Shay to sulev deoltien Bas ested Suirtmteas Bad. et 
(ot asty Dloxi Bltedevast neqmos: ashbraed T4508 -elny om 
‘)? Menvts wands eyiqive. Das moeyvraters Tonrsgarlioos 

(SSL Ngs woObNTLaA bstIlnd wo Beeses 


ree es rr) aninood ‘LSf) (8) £) 


aonb oe Sian 


ee P ‘ P “ + Fed ’ ~ _ * a - . js 
7) L "S Vorii fim aedey Bott ow ,B SinsQguos. socenvarns 
PCG ALD BIO. ore eee eT PHO IY AMITsis-Hers checds 
f Hi age } pevinoveal anred id 
' » ns wf cme 
i i Span ) we *81lLF vita (ve 
i - . ‘ fi iS r My “fy (Taos +2 if Bo 
{ t ; ; By chal ee a SES h | A IONS Ti 
410 2 aa f ; Oo Fon You 3 Yam. dopey 
ata | Sarto ey CE! 102 © 7SSG0%. shFy 
hey Lt Qitaray : ; "TTD aye 0 asd bboy is 
K ~ 
”% ’ S <<] 7 Vt orem el / 
iw 4 by i md .. Wee wey LA lems 
Cla 3 Sf a #: C bat oe og HS 74809 81s eB8tne "LUT * = Ce aS int 
, “ be it lh Pye i > 4 
i Am TOL Cats Cae sotiin FOLL0G @ To), alse rz 
{ Rei o . S26 Gelammes. sonanyec {[ Lenren oy @ea% “ty 


MOAR VLavivelet Js eager aulmeng thet whibad omy: 


= 


Power si? 9b) tud ewsntegd wor to2 vino ton eLevuetal 
oBoclend gulterxe Fo 


Geusiitsliwke even asevidedeqo-o95 ef d)L 
wiv tacde? ot. soneumedk BtheT at eiqtsatng Late ergo 

j Mi 
TOLVoG! Of wetzeRgo? brad sre one "0 SISK AKON 


aqote Yatvsitoaie en “abe nointog. ted au fhe 


~ ‘tie ei oe 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 7961 


there, however, Co-operatives have none of the risk- 
sharing inherent in the mutual insurance principle where 
Some get less than they pay and others get more. The 
profit or loss of a co-operative, like its competitive 
joint-stock commercial enterprise,is imediately 
determinable, 

We do not know whether the tax treatment of 
co-operatives is generally appropriate. We do know, 
however, that co-operatives do not pay a tax similar 
to the premium tax. "Taxation Statistics", published 
by the Department of National Revenue, shows that in 1961 
1852 co-operatives paid $2.3 million in income tax, 

(In the same yaar 716 taxable co-operatives had losses 
and 120 were listed as exempt). Figures as to the 
"turnover" of the business of the co-operatives 

are not available to us other than in the submission to 
your Commission of the Co-operative Union of Canada and 
Le Conseil Canadien de la Cooperation which shows in 
paragraph 13(a) "the volume of co-operative business" in 
1961 as $1,470 million. This figure includes ccchee 
revenue" the amount of which is not indicated but which, 
we would judge from the Tables in the submission, is 

not large. While we are not sure the analogy is 
entirely apt, it is interesting to note that, assuming 
the sales of the co-operatives in 1961 were of the 

order of $1.3 billion, a tax on them measured on sales 
and imposed at a 2 per cent rate would have produced 
$26 million. The $2.3 million income tax they 


actually paid represented less than 0.2 per cent of 


sales. 
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1 May I again emphasize the statement that we 
2] are not sure of the aptness of the analogy, but we have 
3] drawn the figures out as a matter of interest. 
4 l(c). Life insurance companies have little 
5] similarity with investment clubs either in purpose or 
6| method of operation. The primary purpose and the over- 
7| whelming reason for the existence of life insurance is 
8] protection against the adverse financial results of 
9| death, This was originally accomplished by providing 
10| protection for one year at a time with a premium for 
11 that year appropriate to the risk involved as determined 
12 by age and physical condition. Under this system of 
13 "term" life insurance, as a policyholder's age advances 
14] or physical condition deteriorates from year to year, 
5 the premium increases until it ultimately becomes 
16 prohibitive and the insured finds himself without 
17 protection. 
18 To overcome this and enable a person to 
19 continue insurance until he dies, "whole life" insurance 
20 was developed. Under this plan a level premium larger 
21 than the term premium in the earlier years is paid 
22 over the whole lifetime of the insured, The excess of 
23 the level premium over the term premium in the earlier 
24 years is retained as a reserve, invested and becomes a 
25 liability of the company to the policyholder. The 
26 accumulation of the “excesses” is used in later years to 
27 augment the level premium when it is less than the 
28 yearly cost of insurance. 
Zo This is the basic and overriding purpose of the 


investment element in life insurance, not saving per Se, 
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as in an investment club. 

The "whole life" principle is modified in two 
directions. First, in endowment insurance payment of 
the sum assured is anticipated before death if that has 
not occurred by a specified date -- frequently a date 
coinciding with anticipated retirement -- and this 
involves a larger investment element. In the other 
direction, a level premium term policy requires a much 
smaller investment element to provide for the payment of 
premiums on a level basis throughout its term. 

The interest earnings on the excess of the 
level premium over the yearly term premium permit the 
business to be done eat a level premium over the lifetime 
of the policyholder and, of course, do help to reduce 
the amount required for the level premium. 

In question 2(b) -- we jump ahead a little 
because of the relevance of what you have just said -- 
you ask if it would be feasible to attribute a share of 
net company investment income to the individual 
policyholder. This could only be done at administrative 
costs that would be out of line with any possible tax 
proceeds. In any event, it would be quite inequitable 
as between taxpayers because the only possible way of 
doing it would be to assume an average rate of 
earnings irrespective of when premiums had been paid 
and invested. To give an extreme illustration, this 
would mean that a policyholder who had purchased a 
single premium policy when new investments were being 
made at 3 per cent (the average rate obtainable 20 


years ago) would have paid a higher premium and be 
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paying a higher tax than one whose policy was based on 
6 per cent -- an obvious inequity which would exist 
in varying degrees in all cases. 

That part of the questions which eerie. uy 
would think, about half of the memo we got from your 
staff is severable for discussion purposes with the 
rest, if you would like to pause at this point, Mr. 
Chairman, 

THE CHAIRMAN: Mr. Coyne, would you like to 
put a question on that point? I see a member of our 
staff in the room. Would you like to confer with him; 
he might have some questions? 

A STAFF MEMBER: I was not directly involved, 
sir, 

MR. COYNE: There are just one or two points 
we might explore a little bit. First of .4115..0n 
question 1(a) and the comparison with ordinary 
corporations or general insurance companies, you make 
the point, Mr. Tuck, at the bottom of page 12: 

"Before deciding, therefore, 

on the amount of dividends to be 

paid in any year to policyholders 

or to shareholders, a life insurance 

company's directors and management 

must make a judgment of what the 

future holds with respect to those 

and other factors and make provision 

for sufficient reserves from renewal 

premiums to provide for adverse 


trends which might develop." 
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Then, of course, you have mentioned a number 
of these Seecee reine which may justify a contingency 
reserve, I Suppose that the difference in treatment 
between life insurance companies and other companies 
is not so much in the fact that both of them may have 
types of contingencies against which they should properly 
set aside reserves out of current income, but that in 
the case of the life insurance company alone the 
directors and management of the company have complete 
discretion as to the size of these reserves which in 
effect they can set aside from the shareholders ' accounts 
and thereby reduce or defer payments of tax. 

I think one might say generally that in 
respect of other businesses there are provisions in 
in the Income Tax Act for the setting wp of certain 
reserves as, for example, bad debt reserves and things 
of that nature. But they are all governed by some 
objective test that the deduction has to meet in order 
to be accepted for tax purposes. In the case of the 
insurance companies it is a matter of management's 
judgment, if you like? 

MR, TUCK: Yes, you might go back to the 
section of the Insurance Act which uses some languaged 
that I do not think you will find in the Pax Act. It 
refers to the directors "determining whether they 
deem it safe and proper". It is quite an unusual 
expression. But the fact is that we have the 
discretion, and we must have it, for the reasons that 


we gave. We must have this discretion. 


MR. HOLMES: I would like to ciear up one 
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point here, The reserves we are talking about would note 
within the shareholders' fund. Any money that is 

moved to the shareholders' fund would have been taxed 

as 1t moved into the fund... These are reserves which 

the directors have felt should be held in the policy- 
holders funds to make sure that their contracts are 

paid. 

MR. COYNE: Thank you, Mr. Holmes; I appreciat 
the point. I do not think I made it°clear, Those are 
funds which would otherwise find their way into the 
shareholders' fund if they were not set aside for 
various reserve purposes. 

MR. ADAMS: May I give an example of one 
reason why they could not go into the shareholders! 
fund currently. This is in connection with the long- 
term nature of the guarantees we are involved in, which 
we have tried to express here, but it is pretty 
involved and difficult. Perhaps a simple example 
will show what we mean. The year 1963 was one in 
which all our companies made a considerable investment 
in the new business we produce. We have no chance 
of breaking even on that investment for at least 15 
years. We will not know until some time then whether 
we have made a profit or a loss -- if I can use that 
word "profit" in this connection -- from this business. 
It may well be that we will never make a profit 
pecause the interest earnings go down, and so on. 

As a protection against these long-term 
uncertainties we simply cannot pay out profits to 


shareholders or policyholders without first making 
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provision for all the things that can happen and before 
we know whether we are going to get an ultimate gain 

or loss. 

I do not know any other business that has just 
this unique position. This is principally the reason 
for Section 84 placing on the directors the responsibility 
for long-term safety. 

COMMISSIONER WALLS: The only uncertainty, I 
take it, would be in the investment end of your 
business? 

MR, ADAMS: No; one of the biggest factors 
is in the termination rate, the life rate of the 
policies. As an example of this, the United States 
has been doing a tremendous amount of business which 
has been sold on the assumption that interest payments 
are exempt from the deduction for income tax purposes. 
That law is being changed, and there is a very 
substantial amount of business written by all companies 
over there which will go off the books and result in a 
permanent 10Sss. This is just one kind of thing that 
can happen. 

MR. A.M, CAMPBELL : In addition there is always 
the possibility of heavy mortality. For example, the 
mortality this year with regard to a number of insurance 
companies -- I can only speak for some, because the 
figures are not all out -- has: been heavier than it.’ 
hes: been for a year or two in the past. It is not 
alweys a continuous improvement in mortality. 
COMMISSIONER WALLS: I am not very smart on 


this end of it, but I think you were all using 
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mortality tables that dated back a few years, were you 
not? 

MR, A.M. CAMPBELL: We are pretty well up-to- 
date now. 

MR, ADAMS: This is not participating insurance 
Certainly the current mortality is reflected in the 
premiums. In participating insurance, with regard 
to current mortality it does not matter what tables 
you use in calculating it; it is reflected in the 
premium, Somit is current, mortality that Desreficcted, 
not that of years back. 

COMMISSIONER WALLS: Where you have risk from 
that end of it particularly is because your mortality 
table, as I have read, is based on.go.many Shousand.. 
people at each age and their--percentagé:ofimortaliity 
experience. 

That, as I understood it, included everybody. 

Do you not have mortality tables that apply 
to certain conditions, and then you onlyiacceptitheon:.° 
healthy ones?:;; to neva teoubls Fight men beeruse of 

MR. ADAMS: No; this is based on insurance 
mortality. It is mortality with the people we are 
insuring, not general population mortality. 

The mortality works in the other direction, 
too, as we have found out in the past. Most of this 
item insurance we are selling has options on maturity 
to surrender at 65. Here again we make guarantees of 
mortality 20, 40 or 50 years in the future, Medical 
science may well keep us all living ten or 15 years 


longer then. This is the type of contingency which the 
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company must take a long term viewpoint of. Ds ane ae 
profits were paid out to shareholders immediately, 
certainly we would not be in the position we are in 
today, where no life insurance company in Canada has 
ever failed, 

THE CHAIRMAN: Can we move on, before we run 
out of time. 

MR, TUCK: Should I go on, Mr. Chairman? 

THE CHAIRMAN: Yes. 

MR, TUCK: This is the middle of page 17, 
Question 2(2). This is the question relating to the 
United States federal taxation. Our prime contention is 
that in the United States federal taxation of the life 
insurance business is far too onerous and far too 
complicated. The excessive burden seems to be recognized 
in that country also because Congress has given relief 
in respect of a line of business -- pension -- where 
there is competition with others more lightly taxed. 

As to complications, the United States tax 
attempts to reach the "orofits" of a company in a 
particular year, This is, in our view, an unattainable 
goal in a business that is made up in essence of a great 
number of individual contracts running over many years. 
It might be possible to determine a "opofit" for each 
such contract at the end of its term but keeping 
individual accounts for extensive periods for thousands 
of contracts would be an impossible task to put to a 
life insurance company. 

In framing the United States Act an attempt 


was made to lessen the unever impact of earlier Acts on 
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the various types of companies, stock and mutual, large 
and small, etc. A satisfactory solution was not found 
and the 1959 Act has little support from the industry. 
In addition, uncertainties abound and no final 
assessments have yet been made in respect of its first 
year of operation. 

The change in the United States taxation of 
life companies is of too recent origin to draw any 
conelusions as to its impact on the growth of the 
business there as compared with its growth in Canada, 

It is a’fact that the ratio of private life’ insurance to 
national income is significantly higher in Canada than 
in the United States. In the next few years it may be 
possible to assess the effect of taxes on the business 
in the two countries but it is too early yet to form any 
conclusions. 

The adoption by Canada of the 1959 United 
States tax basis would create special problems for the 
Canadian companies doing business in the United States 
because of the retaliatory tax provisions contained in 
the premium tax laws of most States, These retaliatory 
laws generally provide that a foreign company operating 
in the State will pay taxes atthe State rate or, if 
higher, taxes at a rate equivalent to: that which a State 
company would pay on its operations in the foreign 
country. Under existing laws of many States all taxes 
and fees paid in Canada at whatever level of government 
imposed would be taken into account by the States, but 
the fact that the Canadian companies operating in the 


United States pay United States federal income tax 


HUMMUS Mun LA OR 0) 8 
Je 


RORY 
aA neh ih a my nH nA we At , y ny ie ai 
“ ie : 


fi 


AS Pu 
0G eam 
re ed Huse or 


AA 


ee Py Gin afl ptt =n 


aque ‘ata sa, 30n ces rt be 

ice eb ne bawods. eadtnbaa rece,  abeaseoaaet 3 
S 6 

‘sont aot % Sraieb at stair fed toe avait, ala anpeoRma: Te 


at 


eR i \monteaege to 409% 
hd dbbaipnas ang ase bostou sca wr agttnds edt). \ ait 
Wei mvt: ae) wnvaiting Paso, ood IW at eatneqmoo sTet 

| aay 26 A mo ovis oe) “Sasi att on se BHO SMEAR R 
stints. ne ih Weta ast cote hevTreqnoso’ 26 Stats naditend 

a Sone tytn Whtit eal tho often AA? ted? Veet w ab HE 
diet eben As terighth yiineot tigate wt smoont isco Lied 
od yan iat sien WOT veer orn Af) VsStste Hbealtay ed? ag 
hee steep aia fio arn: %o Joetts od? saseen, oF eidtatog 
tea mente es tig grees OOF ef Dt ond) welwatwde ae ertt ett 


Shaler onae 
Hatha Vee at To adennt xd roltqobs sett 
ott Tot emoidorg [slosge #tasto Sivow wbesd x57 estas2 
fe POViGW orld Ah ex errh send wrikob gsidcumosd mettagaty, 
AL hemketines SNOLELVONG, XAT. WIhIshiatet eddy sedaaid 
POs UI eee SeatTo.eetece seom "lo aust x03 Vike ony ste | iv 
PRLU RIGO widggow nagtsant 6 \omas siivesp elisioney ewes 


tik 90 / 9984 O7ATe ode 7e eexee “eq Like avs78 eddie 


Seta HW Aylun gene vod MOL ovine SIst 2 Je €4eae “setgiut Ae 


- 


lS) arg mt Sn0lIaIs90 ath no vsq biuow Toegto sy i 
fix eaves? vasm 24 aust Satsatxe. yobert. CRT wD | hk 

td 
Tihtmrrs sea) “to fowel’ tewsddde ds *herad nt biog aest tes 
lat .Usesty. ad? vd tauooee odnL 19489, ed bLinw hsaoqa | 


aA? ob yalletega satenquos parthesd ede cand vost wf’ 


mid cso Lazedsines3e22 besten zag eoterg bec tay, | 


at LF 


ANGUS, STONEHOUSE & CO. LTD. 7971 
TORONTO, ONTARIO 


would quite likely not be recognized. Of course, down 
there there is not the intermixture of federal and 
state taxation, and so on, that there is in Canada. 
Consequently, any increase in taxes for the life 
insurance business in Canada could also result in 
increased taxes to many States in the United States for 
Canadian companies. Such an additional burden on the 
operations of the Canadian companies in the United 
States would adversely affect the present favourable 
"balance of trade" between the two countries in life 
insurance. At present the Canadian companies do more 
business in the United States than United States 
companies do in this country. 

With regard to the specific points mentioned 
in this question, we have already commented on the 
necessity for management to have freedom in determining 
reserves. As to separating our profits from mortality 
experience, our view is that such a separation would 
not be practical for tax purposes because companies of 
necessity must exercise their judgment by changing 
mortality assumptions from time to time and this affects 


their mortality "profits". 


Question 2(b). 


As we have mentioned, in the United Kingdom 
policyholders are allowed relief in their tax returns 
for life insurance premiums and the companies pay no 
tax on premium income. The relief to policyholders 
and the tax on the companies are, in the words of 
the United Kingdom Royal Commission on the Income Tax, 


1920, “intimately connected" and must be considered 
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together (paras. 295 and 516 of Report). For 1962-3 
the Chancellor of the Exchequer estimated the cost of 
the tax relief to policyholders as about £60 million. 
The income tax and profits tax paid by the life 
insurance companies on their United Kingdom business 


in 1962 was approximately £55'\\million.. 
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There was subsidy, if you wish to call it that, 
gr S5 wmvilion: 

In the light of these figures, we do not have 
anything to add to the comment we made on this question 
2(b) in connection with question l(c). 

Would you like me to stop there? 

THE CHAIRMAN: Yes, I think so. Mr. Coyne, 
have you got anything on Question 2, the comparison 
between U.S. “and U.K: 

MR, COYNE: There is just one question of 
rather a general nature that I would like to ask, Mr. 
Chairman, Mr. Tuck, you speak of the favourable 
balance of trade at the moment. 

MR. TUCK: Yes. 

MR. COYNE: As between Canadian companies 
doing business in the United States and United States 
companies doing business in this country. I believe 
that Canadian companies, speaking generally, have been 
quite successful in the last recent period, in the last 
twenty years or so in increasing the amount of business 
they have been able to do in the United States although, 
I believe, certain companies seek that business more 
than do others. Does the rather more favourable tax 
position of the life insurance companies in Canada, do 
you think, have anything to do with the ability of the 
Canadian companies to extend their United States 
business? 

MR, TUCK: No. Currently, I don't think it 
hes any effect at all, Mr. Coyne. Canadian companies are 


taxed in the United States on 4 branch basis. The United 
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States operation is revealed in their insurance statement 
as if it was a special entity for federal tax purposes. 

What we are concerned about though is this 
rather quirk down there in many of the States in levying 
their taxes, where they have a retaliatory provision 
that could, if the Canadian tax structure was changed, 
put an increasing burden on the company which could be 
a one-way action on costing Canadian tax money in the 
United States that would not have to be paid by many of 
their competitors. 

MR, COYNE: I take that point and also the 
one that you make that Canadian companies doing business 
in the United States are taxed on a branch basis under 
the applicable United States rate. The point that I 
was really thinking of was that in the overall picture 
of a company doing business both in Canada and the 
United States, the total impact of the income tax would 
be less on the Canadian company than it would be on 
an American company, because of the more burdensome 
method of taxation in the United States. 

MR, A.M. CAMPBELL: Our practice and I think 
the practice of most of the companies operating outside 
of Canada is to adjust our premium rates or our 
dividends and all of their returns to the policyholders 
which is a competitive element based on the earnings 
they make in that particular territory, so the fact in 
Canada -- the situation would have no effect in the 
United States. Likewise, where taxes are lower in 
Great Britain we have got to compete there too and 


our earnings are based in Great Britain on our premium 
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rates and the dividends there, 

THE CHAIRMAN: Quite so. Mr. Campbell, the 
way you operate in the United States is you set up a 
branch office much on the same basis as the U.S. 
company. I presume you offer comparable dividends to 
the U.S. company and charge comparable premiums and 
pay comparable taxes, 

MR, A.M. CAMPBELL: We meet the market in every 
country. 

THE CHAIRMAN: The taxes would be the same 
for your branch as the U.S. company. 

MR. A.M, CAMPBELL: Yes. 

MR, COYNE: Your branches are not necessarily 
self-sustaining. There is overhead charges and head 
office services and that sort of thing which the branches 
enjoy. You always meet the market. Do you ever undercut 
the market? Surely that would be an option that would 
be open to you. 

MR. A.M, CAMPBELL: No, we don't. 

MR, ADAMS: This would be impractical. We 
could not continue to compete in Canada with those 
companies that are still operating in Canada if our 
Canadian business policyhoiders subsidized Chelny .5 « 

MR. TUCK: Question 3. As indicated by the 
figures we have given you, the United Kingdom system is, 
in effect, not a tax on life insurance but a subsidy. 
The United States system represents the other extreme 
among the taxation systems of major countries, 

If the Commission is reviewing tax systems in 


other countries we may be of help. Some of our companies 
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have direct experience with a number of jurisdictions and 
we have also obtained information on others. While we do 
not posé as experts on all of these tax systems we 
believe that none of them bears as heavily on life 
insurance policyholders as the United States system -- 
or at least none in a major jurisdiction. 
Question 4, As the question indicates, for the 20 per 
cent tax credit to affect life insurance companies there 
would have to be a tax refund, presumably by permitting 
the paying corporation to add the 20 per cent bonus to 
dividends being paid to a life insurance company and 
then claiming the bonus as a deduction in calculating 
its own tax. Such a procedure would, presumably, be 
available for dividend payments to universities, pension 
funds and similar organizations and the amount of the 
tax deductions would be very substantial. 

We are doing a bit of guessing in that answer 
to this extent, Mr. Chairman, as to what was in mind. 
We may not have gotten the point quite right. In any 
event we thought we would draw to your attention that 
in the U.K. there is some sort of system that has some 
relevance to giving corporations an advantage on some 
tax differential applying to individuals. [t is 
described in the Canada Tax Foundation publication 
"Tax Abroad in the United Kingdom" which just came out 
last month, on page 6 in the first colum. 
Question 5. The Department of National Revenue, 
Taxation Division, has kept records of the use of life 
insurance policies as registered retirement savings 


plans. [It may be that you have obtained these 


- v 
») 


a A ; 


me a + iri ve steed baa one oli 


en y has Tere VTA S CN Ae MGA one aT CUE nt i ee ee koh ee ee he 
ie 3 ? 
+o A 
my | on AL. ay r 
i) pal 3 ¥ 
, j 


} 
i 
a 


‘uaa atohanit aon al ‘atk “poor dasat ar a 
y lied 98” ie a0 yeataonent: MObta dip pehe aan. Fonont 
be seta ‘sounagwes ‘sonsawans eute tote, oY athero xn2 omed 
i, « aeeazem cod ve wldamareewng vbrution nat sed 08 avaed pki 

. 

) 

| 


Ne et elton trae Hee 08 weld bbe ba HOLT e*tOg%6o gekyeg seit 
Beg ‘emigeig sonadtianit: SMS 8 oF blag gited abnsbiveh . 
_jnezarsotiee ers rota S @e ewaod ons caninichitghe cet. eee 
ae eben tg ‘anitiicn Suubsooug a Move  xev awe aoe 
} soba eave nr oe ato says bobivib rot eLiarbave | 
; q ne te! OS cibsemse ort? ‘Bena AHO Tertieye ustimte: bow aba 
Bi! 7 io batanstniue yaay od OLuow eno tdawban, rae > hm 

| momenta say in antineias te vid © aoiot eas pW 
JKiectio at ew tate od) as ARTIS aM tates enge Ae: 1 
. Yew sey | | “bale “a aka Cirbosp sete ane 1ey, avert Joa am, oF \ of 
Tan0 co.baee ai eas og warety iivow wy vp on aay 
ON ee OS wastes to Pests ae et etd aU welt at 
i soe ad’ Hoey bes ths BrOl Te 4ONtde atiwty on enaeedun . 
| Bee: fi /y 6 Cowles oF ‘pabylaqs \wetenexereen red e 
- 


} ind a wis anomie mer conalne ‘O17 eek Bnetdowsh 14 


} 
| 
ak Sidi | ah sees saw dobre thes trai ht ber ven. ads at bsotdé aut" (Re 
‘te work’ ants nt 2 say no ,ditoom taal | | 
| 
' 


- Siotetonein bevalid vine te Oetseroten ea ent: <4 3190 


G21 Yo o8s etd tg) ADIOGOR 2gey Wiad eHORAEVE Ha.kPh a r 


egntvsa Sion oes bersvarget ae wetet oq Sons was amt 
watt: bonbasda and wor ads seis “ee mm od ms ] 


= 


' 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO TUT 


Since the questions were written. I don't know. In any 
eventvif"you have not got them from the epee we 
will be glad to check with them and see if what we 

have is up-to-date and file them with you. 

THE CHAIRMAN: Thank you very much, 

MR, TUCK: These figures, together with 
those for other savings plans, may be in your possession 
but if not we can give them to you. 

We do not know whether the me Pear has 
figures for premiums paid under these plans. In any 
event we do not have such figures, 

The next question asked "What are the factors 
explaining the recent tendency towardsijmtualization". 

THE CHAIRMAN: This is a pretty important 
matter. I wonder if anybody has any questions before 
Question 6. Are we tidied up to thet? 

MR. COYNE: I wonder, just one question of 
clarification Mr. Chairman. Dealing with the United 
Kingdom system Question 2(b) on page 19 you say in the 
United Kingdom policyholders are allowed relief in their 
tax limits for life insurance premiums and the companies 
pay no tax on the premium income. 

MR, TUCK: Yes. 

MR, COYNE: I take it they would be taxed 
on investment income? 

MR, TUCK: Yes. Going down to your: 
substantiel figures the cost of this relief to policy- 
holders is £60 million. That is perfectly clear. 

Then income tax and profits tax paid by the companies 


was £55 million. That is imposed wholly on their 
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investment income, 


MR, TUCK: Yes, on investment income. 

MR, COYNE: Attributable to investment? 

MR, TUCK: No, more than investment expenses. 
It is all expenses of management. 

MR. COYNE: Can you give us the tax base for 
these taxes in the United Kingdom? 

MR, ADAMS: It is very involved. That is the 
best way to describe it. They tried to exempt annuities 
from that, They didn't do it directly but by splitting 
it up in all kinds of proportions which would have had 
different. effects on different companies. It is very 
complicated. 

COMMISSIONER PERRY: I just wondered on that; 
assuming that part of what they pay is the standard 
rate, is there any quick answer to whether the benefits 
of that carry through to the shareholders of life 
insurance companies in a way that the standard rate 
does with other companies? If there is, I imagine it is 
quite involved. 

MR, ADAMS: Yes. I can't answer that. 

MR. A.M. CAMPBELL: It is interesting though 
at the moment one of the political parties in England, 

I think it is the Liberal Party, has put forward 
proposals that this whole thing should be wiped out since 
these two things are roughly in balance. They are part 
and parcel of the same system and they would save an 
awful lot of administrative expenses if they did away 
with the whole thing. This would undoubtedly be passed 


on to the policyholders because the cost of insurance in 
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Great Britain today is probably the cheapest insurance 
country of all. 

COMMISSIONER PERRY: I was thinking about the 
fact that the normal standard rate is a credit which 
can be deducted by the shareholder of the company against 
his personal income tax, There must be shareholders 
of stock in insurance companies in England whom, one 
would think, would benefit from the standard rate paid 
by the company. 

MR, ADAMS: It would be a benefit in relation 
to the relief gained by the policyholder. 

COMMISSIONER PERRY: Yes. I have no knowledge 
and didn't try looking it up. 

MR. A.M, CAMPBELL: Does that not come, Mr. 
Chairman, on any difference between the gross and the 
net. rate declared to the shareholders? 

THE CHAIRMAN: Yes, there would be a grossing 
up procedure, 

MR. A.M, CAMPBELL: I think that is the way 
that would come in. 

MR, COYNE: . Just one further point, Mr. 
Chairman. You referred to Question 4 as being rather 
academic, Mr. Tuck, but there was one aspect of it that 
I wondered if you. could comment on. Would the 
investment policies of the company be significantly 
affected if the credit were made available to insurance 
companies? I other words I presume if there was some 
tax advantage to be derived from income from dividends 


rather than from interest or rents. 


MR, TUCK: Yes. Well, we have not commented on 
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MR. A.M. CAMPBELL: I think the answer for 
all companies would be if in any way we could improve 
our yield to give better returns to our policyholders 
and keep in competition that we would do it. In so far 
as this would be a tax benefit, the stocks may be more 
attractive. Therefore the companies might have some 
stock in their portfolio. 

MR, COYNE: That is a pretty cautious view. 
It is not likely to lead you to rush out and divert any 
Significant portion of your portfolios into common 
Stock, 

MR, A.M. CAMPBELL: No, because I don't think 
this would be a sufficient matter for that. 

MR, COYNE: Thank you. 

MR, A.M, CAMPBELL: I think the other problem 
is the shortage of qualifying stock in Canada in the 
volume that life insurance companies would go into, 

MR. COYNE: That is qualifying stock in in 
insurance companies. 

MR, A.M, CAMPBELL: Yes. 

MR. COYNE: Is this a significant factor in 
limiting your investments in this field? 

MR. A.M. CAMPBELL: I can only answer that by 
the fact that in my time in the Canadian Life Insurance 
Officers Association I don't believe we have ever made 
any representations in regard to changing the 
qualification base and in part I think this is answered 
by the fact we have what is known as a backet in which 


we can put stocks that are not eligible under the stock 
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provisions. 

MR, TUCK: Question 6 relates to factors that 
brought about the mutualization of Canadian life 
insurance companies were outlined by the then Minister 
of Finance when he introduced legislation authorizing 
this process in Parliament on December 3, 1957. In 
brief, there were two factors. As a Life insurance 
company increases in size the capital contributed by 
shareholders becomes less and less important so far as 
protection to policyholders is concerned. The principal 
strength of the company increasingly lies in the 
policyholders' funds. The point is therefore reached 
where a company may decide that it is in the long-term 
interest of the policyholders themselves to employ their 
funds to buy out the shareholders. 

The second factor Was that the control of the 
shares of a number of Canadian companies had passed to 
non-residents and was in danger of passing in other 
companies. The government felt it was desirable to 
retain control in Canada, particularly because of the 
small size of the capital of the companies in relation 
to their total funds, and that this could be done by 
legislation authorizing mutualization, a procedure alread 
recognized as a normal one in at least two other 
countries, the United Kingdom and the United States. 

It should be noted that mutualization is only 
a partial answer to retaining control in Canada. There 
is a tax point involved here that you may wish to 
inquire into. If a company does not wish to 


mutualize, or is unable to do so becaue of the requirements 
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of the legislation, the potential impact of estate taxes 
and succession duties may result in Canadian shareholders 
having to sell their shares -- and frequently the 

highest bidders will be non-residents. 

AS was mentioned earlier, many people in the 
United States have ideas about the value of Canadian 
Shares. It has tended to drive shares of the existing 
companies up to a basis where they are yielding a little 
over 1° per cent. If you are a big holder of shares 
yielding l sper cent, you have got yourself a potential 
income tax and Succession Duty problem. 

However, this is a problem that might be 
justified to lsolate this type of corporation, TI don't 
know. It is one we thought we should mention to you. 

THE CHAIRMAN: Thank you, 

MR, COYNE: Excuse me, Mr. Tuck. On this last 
point, you say at the bottom of page 21 that mutualizatio 
is only the partial answer to retaining control in 
Canada. Is your meaning really that authority to 
mutualize is only the partial answer to retaining control 
in Canada, 

MR. TUCK: Yes, quite right. This carries 
another implication. That} is not so. 

MR, COYNE: If mutualization is carried out 
that is the end of the problem. 

MR, TUCK: That is right; as long as the 
company sees the management and control is in Canada 
and it does a substantial amount of business in Canada, 
4t will be fixed here, even if its policyholders are 
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COMMISSIONER WALLS: What is the position 
of the previous shareholders once you mutualize a 
stock company? 

MR, TUCK: They are bought over entirely. 

COMMISSIONER GRANT: It simply requires 
legislation whereby the company is permitted to buy 
its own shares. 

MR. TUCK: Yes. This legislation went into 
effect in 1957 and five of the Canadian companies have 
since mutualized, including three which are represented 
here today. 

Question 7 is does the 2 per cent collected 
by the provinces apply to 211 life insurance pre miums 
without exception. 

Here is again a question of semantics because 
life insurance means life insurance or it means life 
insurance and annuities, depending on the context so 
we thought we had better answer it on the assumption 
that the question was really thinking about the broader 
meaning. 

Question 7. We pay tax to the provinces 
on all life insurance premiums, that is, all types of 
insurance payable on death and all endowment insurance. 
We do not pay tax on annuity premiums. 

A large part of our annuity pusiness is in 
registered pension plans and registered retirement 
savings plans. The annuities as they emerge are subject 
to income tax, including the investment earnings. As to 
annuities that are not so registered, income tax falls 


on investment earnings after the annuity vests but not 
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before except where the annuitant exercises an option 
to take a cash settlement in lieu of his annuity. This 
latter exception was made for new annuity contracts in 
the latest amendments to the Income Tax Act, 

The absence of premium tax on annuity contracts 
probably arises from the fact that they are "savings 
deposits" analogous to deposits in a bank. No tax 
falls on such deposits as they are made. Also, the 
federal government has been in the annuity business since 
1908 and presumably neither it nor the provinces 
thought this business should bear tax. 

We have no accurate figures as tothe ratio 
of our registered annuities to our unregistered annuities 
but our estimate is that about 88 per cent are 
registered and 12 per cent unregistered. 

Question 8. The absence of tax on amounts 
attributable to shareholders from the Canadian business 
of a non-Canadian stock life insurance company is of 
long standing and, we admit, appears to be anomalous. 

The fact is, however, that the business of these 
companies in Canada is not large and the other companies, 
Canadian and non-Canadian mutual and Canadian stock, 

have never felt they were under a sufficiently serious 
competitive disadvantage to register any objection. 

MR. COYNE: In other words, we are talking here 
only of non-Canadian companies with joint stock 
capital? 

MR. TUCK: That is right. 


MR. GOYNE: Mutual companies would be exempt 


in any event? 
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ME LUCK = Yess 

MR, COYNE: Therefore any competitive dis- 
advantage would only be a factor with regard to the 
joint stock companies. You say the business of these 
companies is different from the mutual companies. 

MR. TUCK: That is right. The business of 
the non-Canadian stock company in Canada is not large. 
There are quite a number of them though. 

MR, COYNE: But the big American companies 
are mutual companies. 

MR, TUCK: That is right. One of the biggest 
British companies, the Standard, is a mutual company. 

We are asked if we think the Act gives 
adequate allowance for foreign taxation. 

Question 9. Canadian life insurance 
companies doing business in other countries have not 
suggested modifications in the foreign tax credit 
provision of the Income Tax Act applicable to them. 
Normally foreign income taxes are heavier than the 
Canadian tax otherwise payable on the business 
attributable to the foreign jurisdiction, This is 
because premium taxes are not taken into account in 
either direction. By this we mean Canada does not tax 
premiums received from residents of other jurisdictions 
and no credits are given against Canadian income tax 

for premium taxes paid elsehwere., 

To summarize our views, we believe that the 
income tax paid by life insurance companies on transfers 
to shareholders! account and the premium tax, taken 


together, (1) constitute a workable and equitable basis 
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for the taxation of the companies, bearing in mind the 
type of business they transact, and (2) represent a 

fair share of the general taxation burden for the 
companies and their policyholders to bear. We also 
believe that the premium tax has the merit of 
administrative simplicity, for the tax authorities 

and for the companies, and that it has an even impact 

on the cost of insurance for both participating and non- 
participating policyholders, 

THE CHAIRMAN: I suppose the reason that the 
income tax paid by the Canadian insurance companies 
appears to be low -- it seems to be about $2 million. 

BPR,..2UCKs 168. 

THE CHAIRMAN: Is largely because of the 
extent to which the insurance is carried out by mutual 
companies, 40 per cent, and the extent to which the 
balance of it is in the form of participating insurance 
policies. 

MR. TUCK: That is quite right. 

COMMISSIONER GRANT: It occurs to me that 
the dividend which is declared and credited from time 
to time on a participating policy and which earlier 
this afternoon we discussed, as not being taxable as 
income, that when that policy becomes a death clain, 
the face value of the policy is paid and accumulated 
dividends are also paid at the same time. 

MR, TUCK: Yes. 

COMMISSIONER GRANT: I have never heard that 
the income tax authorities regarded that as income. 


MR, TUCK: No. 
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COMMISSIONER GRANT: It must be they regard 
it as a return on premium, 

Maye TUCK: Wes, si, 

MR, ADAMS: This is what it is, in effect. 
The word "dividends" is again a matter of semantics, 

COMMISSIONER GRANT: You are asking for it. 
It is your word. 

MR. ADAMS: Yes. We have many of those. 

THE CHAIRMAN: I inquired about "profits" 
at the beginning. The reason why you steer away from 
profits is because you object to the aeveruinetien of 
whatever it may be year by year. You think that the 
results can only be determined over a long period of 
time, and you think that the pwofits are related in 
Some way to an annual determination. I am not sure 
whether that is correct, but it is becoming frequent 
to speak of annual profits, and I think you want to 
get away from the word "annual". 

MR, A.M. CAMPBELL: That is made clear by 
British insurance companies which conduct all classes 
of business, fhey are basically divided into life 
insurance companies and long term business, long term 
business and short term business, 

MR, ADAMS: Within the same company. 

MR, A.M. CAMPBELL: Yes, within the same 
company. 

MR, COYNE: JI have one question which arises 
from the foreign tax credit point which you deal with 
in your answers to question 9 on page 23, but rather 


briefly. I should like to ask this question, whether 
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the existing reltef granted under section 41 of the 
Income Tax Act effectively avoids double taxation of 
the same income. I take it. it does because, in ertead 
you get full credit for the foreign tax paid because 
they are always higher than what you would pay in 
Canada. 

PR, FUCK: Yes. I suppose that there have 
been times, if you went back some years into some 
particular jurisdiction, where income tax may have been 

thant 
less Ahe Canadian tax attributable to it. 

MR, COYNE: It has never been a problem which 
has caused concern? 

MR. BROWN: ‘There have been certain cases 
where you are taxed on a different basis in a foreign 
country, and where you have made a loss instead of 
earning a taxable income, in which case you would have 
no tax credit there. Then the following year you 
might have made a profit and get the full credit. 

MR, COYNE: Then perhaps I should ask, Mr. 
Brown, because other people not in the insurance 
business but carrying on business abroad on a branch 
basis have made this very point because it is a matter 
of some concern to them, Nevertheless, although this 
can happen -- that is, determination of income in 2 
foreign state on a different calendar basis from the 
determination in Canada, that is not a serious enough 
problem for the Association to have been concerned 
with it? 

MR. BROWN: No, it is certainly not the case. 


THE CHAIRMAN: Well, we seem to have timed this 
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rather nicely. We are very grateful indeed to you for 
having given us the help you have given us this 
afternoon. I think this will give us a much better 
understanding of the life insurance business. It is 
the first time that we have really had a look at it, and 
I can assure you that it will help our staff to probe 
deeper. By the time we come to our report, which is 
some distance off, I think we will know this business 
better than we do non. This has been an interesting 
and helpful afternoon and we are indeed grateful to 
you gentlemen. 

MR, HOLMES: Before you‘adjourn the meeting, Mr. 
Chairman, may I thank you on behalf of our delegation, 
and through you the Commission and staff. I think it 
has come up many times that this is a business mixed 
with many features which are different from other 
businesses, and we feel that the questions which have 
been asked and the discussion which has taken place 
has been very helpful to us. We have been able to 
explain our business to the Commission and we thank 
you very much. 

THE ‘CHAIRMAN: That is nice to hear, thank you. 

MR, HOLMES: If you wish further information 
from us before you write your report I should say that 
we are available. 

THE CHAIRMAN: Thank you very much indeéd, “and 
I think we may need some further help. We are grateful 
for the offer. 

We will now stand over until 9330 tomorrow 
morning. 


---The hearing adjourned at 5:05 p.m. 
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